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VOLUME V JANUARY 1958 NUMBER THREE 


PEOPLE’S CAPITALISM FOR EXPORT ?* 


AT a recent conference on economic development an American and a 
representative of an “underdeveloped country” were talking shop 
after dinner. “I’m sure,” said the American, “if you would just put 
your financial house in order and give more scope to private enter- 
prise, particularly of course American, your economy would go for- 
ward by leaps and bounds.” “I don’t know,” said the other, “ whether 
that would have any such effect or not. But this I know : ever since 
I started coming to these conferences, when our national income was 
half of what it is today, you have been preaching your doctrine to us, 
and preaching has had no effect at all”. 


This I fear, is a not altogether inaccurate isal of our efforts 
to spread the gospel of American capitalism. Today, when the cold 
war quickens the urgency of the appeal, it is becoming increasingly 
necessary to state our case effectively. We have an axe to grind, as 
who has not. But perhaps it is not only that which makes us inter- 
nationally enthusiastic about our system. We believe we are on to a 
good thing, and we have no objection to letting others in on it. There 
was a time, during the industrial revolution, when the then leading 
industrial nation jealously guarded her manufacturing secrets. America 
is anxious to have all free nations adopt her technology, her social 
and economic methods, to compete with her if they will, because of 
the fundamental harmony that we hope will come from agreement on 
fundamentals. It is therefore all to the good that we should preach 
our gospel, in and out of conferences. But if we want this to be more 
than a wholesome exercise in self-expression if we really want to 
impress other countries with the merits of American capitalism, we 
must temper our enthusiasm with perspective. 


For Ever and Everybody ? 


We must bear in mind, first of all, that the American economy is 
not something finished or complete. It is still and always in a state 
of becoming. The example that we set today, if it is one, is very 
different from that of a generation ago, although we have spoken of 
both with equal fervor. In the course of this generation, we have great- 
ly improved our economy—its productivity, its stability, and the oppor- 


* This paper was prepared in connection with a conference of business men, 
labour union representatives, and university men on the meaning and role of 
people’s capitalism in the United States. 
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tunities for all to share in its material and moral rewards. But what 
we have today still falls far short of what we are aiming at, and before 
we have attained that we shall have raised our sights once more. In 
speaking of our economy today, let us at any rate not sound more 
self-satisfied than we really are. And let us not be too dogmatic about 
what we believe today, since we are almost sure to change a good part 
of our mind over the next thirty years. 


In addressing ourselves to other countries we must also remember 
that a wise man will listen to advice but not necessarily take it. In a 
very real sense, we cannot “export” our economic principles at all— 
although others can import them if they will. The initiative must very 
largely come from the other side. 


Finally, we must realise that for those countries that want to use 
our example and experience the question is not to take over as much, 
but as little as possible. Economic progress can be painful even when 
change is kept to a minimum. Most countries are willing to sacrifice 
old ways to new vistas. But they do not want unnecessary upheavals. 
And particularly they do not want to lose their national personality 
and individuality—they don’t want to become americanized. For- 
tunately American capitalism is not a package that must be taken over 
whole or not at all. One can be selective about it, adopting one feature 
while leaving another. We may regret to find features that we believe 
important to be without international appeal. We may feel certain 
that they are essential to ourselves. But we would be wrong to press 
them on others. Principles cannot be shipped across frontiers of char- 
acter and experience like a load of wheat. 


Technology Transplants Easily 


What elements of American capitalism are transplantable ? Quite 
obviously we can share our technology, popularly referred to as 
“know-how”. This process has been “on stream” for a long time, 
and is rapidly accelerating. It carries a variety of benefits to the re- 
cipients. Unlike the United States these countries do not have to 
undergo long periods of trial and error, in order to break through to 
the latest developments. The newest and best is theirs for the asking 
at great saving in time and expense. Those who take over American 
technology, moreover, enjoy the traditional advantage of the latecomer: 
they can have more up-to-date equipment than those that went before. 
They are not burdened with a vested interest in obsolete plant, whose 
owners do not have the heart or money to scrap it. Recent economic 
research suggests that the rdle of technological improvement in 
economic development is even greater than has been supposed. This 
lends weight to the spreading of know-how as a means of transplanting 
American capitalism. 


But there are complications and limitations. This is true even of 
the simplest case, the transfer of industrial techniques. The designers 
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of American equipment work under one dominant compulsion: to 
reduce the amount of labour required. But in countries where wages 
are lower and capital is scarce, labour economy may not be the prime 
requisite. It might pay to do many things by hand that in the United 
States are done by machine. American technology, therefore, is not 
always the answer even to the industrial problems of foreign countries. 


As soon as we go from industry to the farm, the plot thickens 
further. Plants and animals are live things and adjust less readily to 
a new environment or a new climate than does a piece of iron. New 
research, new experimentation becomes necessary. What we can offer 
others are the methods of doing this, not the results. But agricultural 
techniques have, on the other side, the advantage of high leverage : 
with relatively modest means, real revolutions in output can be 
engineered. 


The big difficulties begin as soon as we come to deal, not with 
machinery, plants, or animals, but with men. To ship an industrial 
plant to a less-developed country and assemble it there is easy. It is 
still fairly simple, too, to train local labour in the handling of the 
equipment. Complaints on this score are not frequent. For local 
management to acquire the skill and judgement needed to run the plant 
effectively as a business is a much more difficult matter. And hardest 
of all to develop are the general habits and outlook on the part of 
producers, consumers, savers, investors, and public officials that make 
for a well functioning economy. 


Free Enterprice has Deep Roots 


The ease with which industrial know-how can be transplanted 
sometimes threatens to conceal the far greater difficulties of transplating 
human attitudes and values. Our free enterprise system, which is the 
second great contribution that American capitalism can make, is very 
much a human affair. We believe in our way of doing things—free 
enterprise, intense competition, material reward for success. We have 
done very well under this system. Hence we preach the doctrine of 
private enterprise and are surprised and confused when we encounter 
skeptical smiles and cold shoulders. Is our system so tailored to our 
national character that others can’t use it? Does it look unattractive 
to them? Can they reasonably believe that they have something 
better ? 


If we are quite honest with ourselves, we shall probably find it 
difficult to answer any of these questions with an unqualified “no”. 
American enterprise is indeed peculiarly American—the result of a 
long chain of unique historical experience. If we could arrange for 
the inhabitants of some less developed country to spend a few centuries 
in medieval England, acquiring the habits of common law and limited 
government, then to emigrate in search of religious and political free- 
dom, have them encounter an empty continent full of harsh challenges 
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and tremendous resources, give them some more centuries to develop 
this continent in relative peace—the end product might be a new 
America. In the absence of such facilities, we must accept other 
cultures for what they are. And they are, very often, cultures older 
than ours, very different from ours, and with good reasons for being 
what they are. 


These cultures—the ancient civilizations of Asia and North Africa, 
that of Latin America, the nearly blank pages that are Central Africa, 
and even that of Europe—offer obstacles in various degrees and ways 
to the functioning of free enterprise a la Americaine. Their politics, 
their laws, their social systems, were not predominantly moulded by 
a broadly felt urge to provide freedom of opportunity, protect pro- 
perty, and stimulate free markets and competition. Financial success 
is not always regarded as a sure standard of achievement, the business- 
man is not the recognized leader of the community. The ablest people 
don’t all go into business. Entrepreneurs— the sine qua non of enter- 
prise—are correspondingly scarce ; enterprise often is feeble. 


On top of the seeming lack of aptitude for free enterprise we 
encounter, in many countries, a positive distaste for some of its 
features, a distrust in its effectiveness. Even among many businessmen, 
no great admiration is noticeable for what we consider the distinctive 
virtues of American enterprise—active competition, continued effort to 
raise productivity, the high volume-low profit principle. Large sectors 
of the general public tend to be sceptical of free enterprise because 
they weigh it by the performance of some of their own businessmen 
and find it wanting. They believe it to require a single-minded devo- 
tion to money making which they find hard to fit into their cultural 
life. Labour is often opposed because it identifies capitalism with ex- 
ploitation. Its leaders hammer away at the class was theme and 
would no doubt be surprised to learn how American union men feel 
about socialism. Government, with its habitual bent toward domestic 
imperialism, is ready to move into the vacuum. 


A good deal of this opposition to American enterprise methods 
rests upon a lack of understanding of what really goes on in America. 
But one cannot shrug off all negative responses to our system with 
the remark that it works well here. Free enterprise, to do it justice, 
is no maid of all work. Much of what the less developed countries 
need most falls under the general heading of “social overhead ”— 
schools, hospitals, roads, general administration. These are recognized 
responsibilities of government everywhere. Other needs are electric 
power and railways. It takes faith rather than discernment to believe 
that, the facts of life being what they are today and probably will be 
tomorrow, private investors can be relied upon to supply all that is 
needed here. 


< 
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There is some weight in the observation, also, that the performance 
demanded of the free market is not the same in the United States and 
in less developed countries. In the United States the market works 
like a goldsmith’s scale, delicately reacting to small changes in demand 
and supply and equating them to each other. In less developed 
countries, something more rugged may be needed to register existing 
imbalances and produce adjustment. For small adjustments, the 
market is an instrument of unsurpassed sensitivity. Where social 
upheavals are needed to break frozen patterns, government action may 
be the speedier way. 


Free enterprise is further handicapped because its creativity, 
which is its greatest asset, is less urgently needed in an economy that 
imports its technology. A thousand firms had to go into the auto- 
mobile industry, and mostly fail, to give the United States its present 
car industry. Infinite experimentation and scope for new ideas were 
the essence of this process. But a country willing to take over 
American technology can use a short-cut. Not imagination, but organ- 
ization is needed, and governments, usually short on imagination, are 
by their nature mostly long on organization. The capacity of free enter- 
prise for finding new paths is less indispensable where the road ahead 
is clearly marked. 


The work that goes into creating the pattern of a modern econ- 
nomy has been accomplished thanks to businessmen’s single-minded 
attention to business. But sophisticated observers abroad may have a 
case when they argue that precisely this creative accomplishment 
makes it possible for their countries to progress without concentrating 
entirely upon economic pursuits. Just because American free enter- 
prise has worked so well, other countries may be able to get along 
with a modified version of it. Our willingness to pioneer in produc- 
tion may give others a chance at the gracious or contemplative ‘life. 


It is not much of a surprise, therefore, that American concepts 
of free enterprise so far have made headway only in a limited number 
of countries. Not a few countries whose business system we would 
consider undynamic seem to feel that they are getting along not too 
badly. Some others seem to think that, if they made any change at 
all, it would be toward more government action rather than less. The 
lot of the missionary is not an easy one. 


Is this a jaundiced view of the prospects of transplanting our 
enterprise system? I think it is realistic, as of now. In time, the 
estimate can perhaps be revised upwards. Aggressive enterprisers have 
come to the fore in many countries after their economies came off 
dead center. The present belief of researchers is that the capacity for 
enterprise is not a special talent of the industrial countries. It seems 
to exist everywhere, but must be liberated from social and political 
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restraints to come into its own. According to this view, every country 
has the makings of an enterprise society. Time may tell. 


What we must not expect is that a country can adopt the “ right ” 
kind of system, “put its house in order” financially, and then go 
ahead. One cannot tell a man to learn to swim before he goes into 
the water. We all learn by doing. We would not be showing much 
respect for our own system and its deep roots if we were to imply 
that any country can have it just by wanting to. If other countries 
are to develop a vigorous system of free enterprise, they may have to 
create their own system rather than import ours. 


People’s Capitalism 


Whichever turn of the road a country may choose, that marked 
“free enterprise” or that marked “ government action”, there is one 
principle of American capitalism, aside from technology, that can 
serve as a guide on either journey. 


American capitalism is not only production, it is also consump- 
tion. It is consumption at a high level, but that is not the essential 
point. The outstanding feature of American capitalism today is- the 
widespread sharing of consumers in the benefits and control of our 
productive system. This is what is meant by the word “ people’s cap- 
italism ”, an apt and appealing term that symbolizes perhaps better 
than any other what has happened to capitalism in the United States. 


Ownership of means of production is only part of the story. It is 
true that among the 50 million households in the United States there 
are 8.5 million people who own shares in corporations, 4 million who 
own a farm and 3.5 million who own a small business, to say nothing 
of the insurance policies, savings accounts or bonds, and individual 
homes, which are owned by well over half of all families. But the 
important fact is that people share widely in the output of the eco- 
nomy, and that they have a voice in deciding what is to be produced. 
In 1953 only 0.6 per cent of all non-farm families had to make do with 
an income of less than 1,000 dollars. Only 5.7 per cent of all consumer 
units, including unattached individuals and self-sufficient farmers, had 
incomes below 1,000 dollars. All can intervene in directing the eco- 
nomy to the extent of their resources, by casting their dollar ballots 
in the market. If the public wants more food and fewer shoes or office 
buildings, they can set the levers of the economy—prices, interest 
rates, profits—accordingly. The consumer is king, and if he does not 
quite live like a king, he at least gets his share. 


The level of living is, in fact, immaterial for the principle of 
People’s Capitalism. A poor country can employ the principle as 
indeed many already do to some extent, and a rich country can dis- 
regard it. No country needs to wait until it is as wealthy as the United 
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States. But it may be as well to point out that the difference in living 
standards between the United States and the developing countries is 
in any case often vastly overrated. When the United States adds up 
its income, and, after dividing the total by the number of heads in 
the country, arrives at American personal income per capita, it dis- 
covers that on average each man, woman, and child in the country 
enjoys an income of about 2,000 dollars. When India, for instance, 
goes through the same operation, the per capita income turns out to 
be not much over 50 dollars. This is sometimes taken to mean that 
the average American has 40 times the income of the average Indian, 
or even that he is 40 times better off. 


Of course that is a mirage. The comparison makes nonsense out 
of honest statistics that were compiled for another purpose. For one 
thing, the official currency values on which the comparison is based, 
are far from reflecting the real domestic values of the two currencies. 
The domestic purchasing power of the dollar is less than its inter- 
national value because of the high price of most services in 
the United States. Even more important, the list of basic necessities 
required to keep body and soul together is of very different length in 
the two countries. The American, for instance, has to use a not in- 
significant part of his income simply to defend himself against the 
winter climate. The Indian with an income of something over 50 (in- 
cluding his own produce) for each member of his family manages to 
maintain his standards of health and decency. But by no stretch of 
the imagination could a New York family live on a similar sum and 
stay out of jail or hospital. 


As for the true state of well-being at the respective income levels, 
that is an even more obscure matter. Are two loaves of bread twice 
as satisfying as one ? Philosophers have long suspected that piling up 
earthly goods does not necessarily make people happier in proportion. 
Economists believe that they have clinched the case by inventing the 
term “diminishing utility of income.” 


Far be it from me to suggest that the vaunted American standard 
of living is a snare and a delusion. The countries which are eagerly 
pressing their economic development show thereby that they do not 
think so. But it should be obvious that the American standard is no- 
where near so much above that of less developed countries as the 
Statistics seem to indicate. 


Even so, the present standard of living of the United States and 
other industrial countries was not built overnight. It started from 
very modest beginnings. But perhaps equally important, the begin- 
nings of industrial capitalism were far removed from the principles 
of today’s People’s Capitalism. A low standard of living was inevit- 
able, but early capitalism imposed hardships upon large numbers of 


¥ 4 
4 
ad 
a 
i 


230 THE INDIAN ECONOMIC JOURNAL 


people that were not necessary. They made harshness look like the 
essence of the system, and deprived people of hope of betterment. A 
hundred years ago, when Marx and Engels issued the Communist 
Manifesto, a case could be made for the view that capitalism would 
never mean anything but mass misery. Even the doctrines of the 
classical economists—the “iron law of wages”, the “wages fund ” 


doctrine, the Malthusian beliefs, seemed to bode ill for the common 
man. 


Subsequent events have dealt more kindly with humanity than 
they have with these theories. Though the world has become no para- 
dise, the improvement in social and economic conditiens in the in- 
dustrialized countries has been enormous. In the process we have 
learned much that would have helped to ease early hardships. Better 
social and labour legislation, a better understanding of how to deal 
with prolonged depressions, better tax systems and an earlier recogni- 
tion of the power of organized research would have helped the in- 
dustrial nations over some of the initial rough spots. The aScent to 
higher standards of living could have been made a good deal less 
arduous. 


Today the old style capitalism, which led to repression of the 
consuming masses, is becoming rarer. But the same practice is now | 
reappearing under a new guise. Governments can play the same game 

as capitalists. Through taxes, or through direct control over the eco- 
nomy, they can withhold part of the national product from the con- 
sumer. The purpose usually is a laudable one : to speed the growth 
of underdeveloped economies. But the consumer will benefit only if 
and when the growth of the national product is allowed to flow at 
least partly into consumption. If the investments selected by the govern- 
ment are of a kind that yield returns only in the very long run, or if 
their output is always channelled back into further investments, the 
consumer may have to wait a long time. 


Both the old-style private capitalism and the new style state cap- 
italism have sought an answer to the charge that they exploit the con- 
sumer. The old style capitalism countered by promising that all who 
were hard working and thrifty (or exceptionally able and lucky) could 
get on the sunny side of the system. Large masses of people who re- 
mained in the shadows although they were neither lazy nor spendthrift 
did not find this promise convincing. Today, governments that re- 
press consumers usually promise that the consumers’ children will bene- 
fit. This is an appeal to a noble motive that can stimulate much self- 
sacrifice. Sceptics who note the tendency of political systems to per- 
petuate themselves express the fear that the same promise may be 
repeated to subsequent generations. 
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People’s capitalism does not exploit. It is consumer capitalism. 
That is its distinct feature. Is this primacy of the consumer trans- 
plantable to countries where it may not now exist? The answer 
would not necessarily depend on whether a country was orient- 
ed toward private capitalism, state capitalism, or socialism. Any sys- 
tem is capable of repressing the consumer, and any of them can give 
him a free rein. The real question is whether an economy can allow 
itself to be guided by consumer needs without losing its capacity for 
growth. Growth requires saving, and what is to be saved cannot be 
consumed. Does it follow that high consumption is a threat to 
growth ? 


The threat is indeed real. The economy that consumes every- 
thing will have nothing to invest. But that does not necessarily mean 
that every dollar spent on consumption means a dollar lost to invest- 
ment. The total income of the economy, out of which consump- 
tion and investment must both be paid, is not so rigid a magnitude 
that one would have to say “the more there is of one the less there 
is of the other.” A man may work more and produce more if there 
are strong consumption incentives. To offer luxuries for popular con- 
sumption need not be a complete “waste” for the economy. 


In the same way investment can be increased in a consumer eco- 
nomy if it is allowed to fulfil popular desires. Education the aware- 
ness of new ways of doing things, an opportunity to improve one’s 
home, farm, or community, as well as facilities to save and own some- 
thing can do as much or more for investment as can restriction of 
consumption. Much of this is small scale investment that does not 
find its way into the statistics, but it nevertheless adds up. The im- 
portation of foreign capital can also help. The chances of interest- 
ing foreign investors may be better in an economy that encourages 
the production of consumer goods. 

Investment in any case is not everything: it is probably not even 
the main propellant of economic progress. Investment is dear to eco- 
nomists and statisticians because it can be measured, within limits. 
Recent research seems to show, however, that its réle has been some- 
what overrated. It may take less capital investment to make an eco- 
nomy grow than has often been thought. Invention, technology, know- 
how appear to play a more important rdle in economic progress than 
mete bulk of capital. 


A relatively high rate of consumption, within the limits set by 
the economy, need therefore not be purchased altogether at the price 
of progress, even though its speed may be somewhat slower. A 
developing country can have both. If intelligent use is made of tech- 
nology, of training in new skills, and of imported capital, a country 
can have both steel mills and butter. The men and women of the 
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present generation need not renounce the fruits of their work for the 
benefit of a favoured few or some future generation. They can enjoy 
what they produce. This is the promise that People’s Capitalism holds 
out. 


The American economy has discovered this truth in the course 
of a long period of growth. During this time, our economy has 
acquired impressive proportions. But a big economy is not everything. 
It is the use made of its product, more than its size, that deter- 
mines the satisfaction of the human beings that do its work. If today 
we can say that we shall soon have abolished poverty in this country, 
it is thanks to the principles of People’s Capitalism. Countries in 
earlier stages will take longer. But the road before them need not 
be one of sacrifices and privations. The principle of People’s Capi- 
talism is universal, not tied to the American economy. It is avail- 
able to those who want it. 


Yale Henry C. WALLICH 
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LONG-TERM CHANGES IN OUTPUT AND INCOME 
IN INDIA : 1896-1960* 


STARTING from the pioneering work of Dadabhai Naoroji, the Grand 
Old Man of India, for the year 1867-68, a number of attempts have 
been made over the last three-quarters of a century to estimate the 
national income of India. Over a dozen of these estimates, some of 
them quite comprehensive whereas others mostly in the form of some 
general notions on per capita income, ate summarized below in table 1. 
The names of the various estimators suggest that the foremost of 
India’s intellectuals and administrators were drawn toward the problem 
of measuring the sum-total of economic activities in the country. 
This was not just the result of the pull exercised by intellectual curio- 
sity alone. Experience had shown that the results produced by them 
served as valuable ammunition in the developing battle between nation- 
alist ideas and foreign rule. The figures on per capita income, this 
handy expression of a country’s economic life into neat and easily 
remembered numerals, was at once used by people on both sides of 
the battlelines to prove either the disastrous consequences of British 
rule over India or to impress upon the unbelievers the supreme benefits 
flowing from it. It is no wonder that towards the close of the last 
century, William Digby, in a classic example of statistical polemic, had 
printed in gold on the spine of his magnum opus his estimates of aver- 
age per capita daily income in British India, thus:* 


1850 — 2d. 
1880 — 14d. 
1900 — 3d. 


F Against this background, it was natural that the estimates unfa- 
vourable to the Government of the day were followed by those that 
upheld its benefits. The net result, as a glance at the summary of the 
major estimates would indicate, was that even when the separate 
attempts related to the same year or to not too distant periods, the 
differences between the estimates of per capita incomes were very wide 
indeed. For instance, Lord Curzon’s estimate of per capita income in 
British India for 1897-98 was two-thirds higher than William Digby’s 
estimate for the following year. 


* The views expressed herein, however, are the author’s personal views and 
should not be interpreted as those of the United Nations Economic Commission 
for Europe. 

He is grateful to Professor Daniel Thorner, Dr. Mogens Boserup of the E. C. E, 
and Dr. K.K.P.N. Rao of the F.A.O. for helpful comments while the study was 
under preparation. 

1 William Digby, “‘ Prosperous ” British India, (London, 1901) ; Daniel Thorner, 
“ Long-term Trends in Output in India ” in S.S. Kuznets, ed., Economic Growth— 
Brazil, India and Japan, (Duke University Press, 1955). 
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Table I 
Past Estimates of National Income in India 


Agri- 
cultural 
Per output 
Total capita as 
income income % of 
Estimate by Year bil. Rs. Rs. total Comments 


. Dadabhai Naoroji 1867-8 3.4 20 77 For most of British India; 
material production ex- 
cluding most of services 

. Baring and 

Barbour 5. For British India; all 
non-agricultural income 
assumed to be one half 
of agricultural income 
as above 
For British India; agri- 
cultural income assumed 
to bear a fixed relation- 
ship to land revenue ; 
material production ex- 
cluding services. 

. Fred J. Atkinson 1875 ‘ For British India 

1895 ° 

. Sir B. N. Sarma 1911 ” 

. Wadiaand Joshi 1913-14 

. Vakil and 

Muranjan 1910-14 For the whole of India 

. Findlay Shirras 1921 For British India 

. Shah and 

Khambhata 1921-22 ° For the whole of India ; 
material production ex- 
cluding services 

. V. K. R. V. Rao 1925-29 For British India 

1931-32 

. R. C. Desai 1931-32 : , For the whole of India ; 
consumer expenditure 
only. 

. Central Statistical 1948-49 86. 49 For the Republic of India 

Organisation 1954-55 46 


Sources : William Digby, “ Prosperous’ British India, (London, 1901); Fred 
J. Atkinson, “* A Statistical Review of the Income and Wealth of British India” in 
Journal of the Royal Statistical Society, LXV (1902) ; K. T. Shah and K. J. Khambhata 
Wealth and Taxable Capacity of India, (Bombay, 1924) ; V. K. R. V. Rao, An Essay 
on India’s National Income, 1925-1929 (London, 1939), and National Income of British 
India, 1931-1932, (London, 1940) ; R. C. Desai, ** Consumer Expenditure in India, 
1931-32 to 1940-41 ” in Journal of the Royal Statistical Society, CXI, Part IV (1948), 
and Central Statistical Organisation, Estimates of National Income 1948-49 to 1954-55 
(New Delhi, April 1956). 


Apart from the personal predilections of the various estimators, 
there were also important conceptual differences among them which 
made their results very divergent. Thus, the estimate of per capita 
income made by Baring and Barbour was a third higher than that by 
Dadabhai Naoroji mainly because Baring and Barbour attempted to 
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cover services whereas Dadabhai Noroji left them out on principle. 
The important influence of these conceptual differences as well as of 
the methods used in estimating is evident even in more recent times ; 
R. C. Desai’s estimate of per capita consumer expenditure (thus ex- 
cluding net public and private capital formation and free public services 
to the ultimate consumer) for 1931-32 was a third higher than Pro- 
fessor V. K. R. V. Rao’s estimate of per capita income for the same 
year. 


Added to these was the fact that the estimates were in current 
prices and were, therefore, incomparable without adjustments for price 
changes. Since most of them were limited to a year, they could not 
be used even after making price adjustment for the purposes of deter- 
mining long-term trends because of the very considerable influence of 
natural factors in showing a very high or low agricultural output for 
the year chosen. 


However convincing the results of one or the other estimator 
might have been to their contemporaries, they remain singularly unin- 
formative in descerning the long-term trends in economic growth in 
India. Notwithstanding the impressive array of the names who have 
contributed in this quest, none of the results is in a form that can 
provide even an approximate answer to a simple question such as: 
Has the real per capita income increased or not over the last seventy- 
five years or so?* If even a qualitative general answer to this is not 
possible, it is vain to ask for more specific replies: at what rates has 
it changed over these decades ? 


This is in no way to detract from the merits of these studies for 
each of them no doubt contributed a great deal in building up a body 
of knowledge about various branches of economic activity in the 
country. Even when the picture they presented was a static one, our 
knowledge of the anatomy of the country’s economy would have been 
considerably more imperfect without them. The study of long-term 
trends in output and income in India, however, remains yet to be made. 
This paper is directed toward outlining an approach to this problem 
and suggesting some tentative estimates (in 1952-1953 prices) needed 
for an understanding of the course of economic development in India 
over the past half a century. 


2 When Shah and Khambhata tried to relate their estimate of per capita income 
of Rs. 74 for 1921-22 to the previous estimates, all they could do was to state: 
“ These figures somewhat agree with Rs. 21 for 1871 (Dadabhai Naoroji), Rs. 27 for 
1882 (Baring and Barbour) and Rs. 30 for 1901 (Lord Curzon). But they do not 
agree with Rs. 18 for 1898-9 or Rs. 17 for about 1900 (Digby), Rs. 50 for 1911 (Mr. 
Findlay Shirras), Rs. 86 for about 1914 (B. N. Sarma), or Rs. 46 for 1921 (Professor 
Shah).”” K. T. Shah and Khambhata, Wealth and Taxable Capacity of India, 
(Bombay 1924), p. 201. Incidentally, the estimate mentioned last was Professor 
Shah’s own estimate ! 
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Although the authors of the various estimates shown above used 
widely divergent approaches for estimating non-agricultural income, 
they all had one thing in common. All of them, with the notable 
exception of William Digby,® used roughly the same procedure to 
estimate income originating in agriculture, or in fact the value of 
agricultural output. 


The estimates of agricultural output were based on the data 
furnished by the annual series, Estimates of Area and Production of 
the Principal Crops, which began to be issued in the closing decades 
of the last century. While its territorial coverage was somewhat 
limited in the initial years, the basic data on per acre yields, etc., 
furnished by it were supplemented by the more comprehensive infor- 
mation On acreage sown in nearly the whole of British India and 
many of the Indian States given in the Agricultural Statistics of 
British India. The estimates of the value of agricultural output pro- 
vided nearly two-thirds up to the 1920’s and around a half for later 
years of what total each estimator put together as the national income 
of India (see Table 1). 


The problems involved in estimating non-agricultural income were 
complex indeed. Some of the estimators (Baring—Barbour and 
Curzon) had a neat though not very convincing solution to this. Since 
the population engaged in all other non-agricultural occupations was 
half of that in agriculture, they simply took all non-agricultural in- 
comes also to be one-half of their estimates of the value of agricul- 
tural output, thus assuming equal per man productivity in both these 
sectors.‘ Others (Dadabhai Naoroji, W. Digby and Shah and Kham- 
bhata) made some attempt to estimate the value of the output of large- 
scale factory industries and of small-scale cottage industries, but ex- 
cluded all the services.° Their estimates, formulated on the basis of 


3 William Digby brushed aside the official statistics on area under cultivation, 
yields per acre and prices as of little use. ‘* The government revenue (from land)”, 
he stated, “is assumed to bear a definite ratio to the assumed (or ascertained) 
produce of the soil reckoned over a number of years...... It is approximately ascertain- 
able and I have ascertained it as nearly as may be. Possessing it, to arrive at the 
money value, i have multiplied the land revenue, the necessary number of times, 
and have thus reached the results I announce.”’ op. cit, pp. 611-614. 

‘ G. Findlay Shirras, Science of Public Finance, (3rd ed., London 1936), I, 245. 

5 Professor K. T. Shah and Khambhata set out at length their reasoning for 
the exclusion of services. They stated : 

** All services have to be and are rewarded ultimately from the same dividend 
(yearly total) of material commodities produced in a nation ... When we have measur- 
ed the material commodities, we must necessarily be taken to have included also the 
services—not only those which are actually, obviously, directly involved in the 
production of these commodities, but also those which are ancillary or incidental 
to that production (such as the government official or the soldier)”’... 

“There is not a shred of excuse to speak of the non-industrial services (i.e. 
services which do not result in material production) as being measurable in money. 
They result only in such utilities as advice, knowledge, guidance, pleasure, comfort, 
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the physiocratic concept of material output, find a close conceptual 
parallel in the estimates prepared in the Soviet Union, eastern European 
countries and the People’s Republic of China of what is called the net 
material product.* 


Those who attempted to estimate the income from small enter- 
prises, commerce, transport and other services faced an uphill task. 
In this quest for comprehensiveness, each of the estimators devised 
his Own ingenious methods to attain perfection; the results of this 
highly individualistic guess-work differred widely making it impossible 
to piece all their efforts together to provide some over-all long-term 
view. It would be of little use to derive an arithmetic average of their 
estimates for the non-agricultural sectors; nor is it possible now to 
construct a sample survey on a grand scale to ascertain the average in- 
come in these sectors for, the dead men fill in no forms and answer no 
questions. 


It is clear that any workable approach to discern historical trends 
would have to start with what was common in all the previous estimates 
—the value of agricultural output based on physical quantities. To 
this could fairly easily be added the value of the production in the 
factory industries and the mines. These accounted for over 55 per 
cent of the total net income as estimated by the Central Statistical 
Office since 1948-49 ; their proportion in the total in the earlier years 


could not have been lower and most probably was higher. 


For the rest of the sectors, we do not have at present adequate 
basis to make estimates over a fairly long period of time. The 
omission to cover these items is only omitting the impossible at this 
stage and thus would present little choice. The quest for the so-called 
comprehensiveness, however admirable it may be, had at least this direct 
negative effect; there was no serious attempt in India so far to put 
together what was at least fairly ascertainable over a period of years. 
Jt is indeed revealing that while the absence of long-term data on 
national income has been so loudly bemoaned, little research talent has 
so far been directed toward constructing fairly comparable series of 
agricultural and factory output for the period for which these data have 
been available. A somewhat less dogmatic approach to this elusive 
comprehensiveness would probably have yielded meaningful results 
earlier. 


relief from pain, assistance, protection, encouragement, order, stability, organisation, 
etc., which being psychic, are non-measurable. These, therefore, though a species 
of income in the broad sense, cannot enter into a computation of the national divi- 
dend.” K. T. Shah and Khambhata, Wealth and Taxable Capacity of India” 
(Bombay 1924), pp. VII, 35. For an answer, see V. K. R. V. Rao, The National 
Income of British India 1931-19382 (London, 1940), pp 10-14. 

* For somewhat detailed discussion, see Surendra J. Patel, ‘* Growth in Income 
and Investment in India and China,” The Indian Economic Review, February 1957, 
pp. 55-58. 


; 
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In this connection, Professor S. S. Kuznets’ rather acid comments 
on some of the recent attempts at estimating national income and cons- 
tructing social accounts in various pre-industrial countries, are quite 
pertinent. 


“The attempts,” he stated, “all too frequent in recent years, to 
fit the scanty data of many underdeveloped countries into strait-jackets 
of elaborate social accounts proliferated in the developed countries, 
have proven useful in that they indicated how little we know—if that 
is the lesson which the compilers and users draw. But would it not 
be more fruitful, in the longer run, to admit that only some of the 
aspects of economic life in the underdeveloped countries, or in the 
earlier phases of the developed ones, are measurable ; and to attempt 
to measure them in such a way as to secure a reasonable portrayal of 
basic levels and trends ? To illustrate, if we find that in earlier phases 
in the United States and in many countries to-day, only income 
embodied in commodities can at all be approximated, let us measure 
this part as exclusively as we can and not manufacture out of whole 
straw estimates of income arising in services.””’ 


The preceding discussion and Professor Kuznets’ comments suggest 
a point of departure that can be fruitfully used to construct estimates 
of long-term trends in output and income. This is undertaken in the 
next two sections. 


Il 


The long-term trends in the net value of the output of agriculture, 
factory industries and mines from 1896 to 1960 are shown in table 2. 
By and large the data put together in this paper are based on the 
existing statistical material and thus represent little original research ; 
we have only tried to supply some of the major gaps in the available 
series, particularly to link them with official data for the second world- 
war and post-war years, and to combine them in constant prices by 
applying the 1952-53 price data to them. The sources and methods 
used are discussed in somewhat greater detail below. 


Agricultural Output 


As pointed out above, except for Mr. William Digby, all the esti- 
mators have relied heavily on official estimates of crop forecasts, area 
and yield for deriving agricultural incomes. Considering the nature of 
the data handled and the methods that had to be devised, it is quite 
probable that the estimates of crops suffer from various weaknesses and 


7 §.S. Kuznets, ed., Economic Growth : Brazil, India and Japan, (Duke Univer- 
sity Press, 1955), p. 10. 
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may understate or overstate the actual output in many instances.‘ It 
is, however, difficult to ascertain these errors and assign them any 
definite notions in terms of margins of error. The only workable solu- 
tion, it seems, is to use averages for a fairly long period so that the 
influence of errors involved in the statistical estimates as well as of the 
sharp fluctuations in agricultural output caused by natural factors such 
as weather, pests, etc. may be minimized. In this paper, the data are 
shown in decennial averages. 


The index numbers of agricultural output (crops only) are based 
on a recent study by George Blyn, which is probably the most com- 
prehensive attempt so far at estimating the volume of agricultural crops 
for the whole of India for the years 1893-94 to 1945-46." Among the 
food crops, it covers rice, wheat, barley, jowar, bajra, ragi, maize, 
gram and “ other foodgrains and pulses” ; and among the commercial 
crops, it includes linseed, sesamum, rapeseed, mustard seed, castor seed, 
groundnuts, sugar-cane, cotton, jute, indigo, coffee, tea and tobacco. 
The indices are constructed by applying to the output of each of these 
crops, adjusted for changes in territorial coverage, the average prices 
for the quinquennium 1924-29 to 1928-1929. 


As a result of the more comprehensive coverage of food crops by 
Mr. Blyn, his indices avoid the very serious distortions caused by apply- 
ing an unduly high weight to the commercial crops, as was the case 
with the fairly long-term (1909 to 1935) series on the volume of agri- 
cultural output prepared by Dr. D. B. Meek for a paper he read before 
the Royal Statistical Society in 1937.° In Chapter II of his study, 


* It is interesting to note in this connettion that in the first attempt to indicate 
margins of error for various sectoral incomes, Dr. V. K. R. V. Rao showed the 
agricultural income with no margin of error. See his National Income of British 
India 1931-32 (London, 1940), Table 52, p. 186. In the body of the text, however, 
he infers that agricultural output was subject to an underestimate of 10 per cent, 
Ibid., p. 185. See also footnote 2 on p. 13. 

* George Blyn, The Agricultural Crops of India, 1893-94 to 1945-46 : A statistical 
Study of Output and Trends, (unpublished manuscript, South Asia Regional Studies 
Department, University of Pennsylvania, 1951). 

The summary results of Mr. Blyn’s study were cited by Daniel Thorner in his 
paper ** Long-term Trends in Output in India,” in S. S. Kuznets, ed., Economic 
Growth : Brazil, India and Japan (Duke University Press, 1955), pp. 120-124. 

10 The upward bias given by applying higher weights to commercial crops is 
=— if Blyn’s index numbers of total agricultural output are compared with 
Meek’s : 

1909—1915 1916—1925 1926—1935 

Meek’s data 100 105 112 

Blyn’s data 100 102 104 

This difference is largely explained by the inadequate coverage of foodgrains 
and hence a relatively much higher weight given to commercial crops by Meek ; 
foodgrains were given a weight of 68 and other crops of 32 for the period, 1909-1915. 
If Blyn’s data on foodcrops and commercial crops are combined using Meek’s weights, 
then the resulting index numbers would be : 104 for 1916-1925 and 109 for 1926- 
1935—that is slightly lower than Meek’s indices. The slight difference is in part 
the result of Blyn’s more comprehensive coverage of crops and of adjustments for 
territorial changes. For Meek’s paper, see ‘* Some Measures of Economic Activity 
in India’ Journal of the Royal Statistical Society. Part III, 1937, Table II, p. 369. 


[Continued on next page. 
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Mr. Blyn has described in detail the sources and the methods used in 
his calculations. It is, indeed, a pity that this ingens study is not 
yet available in a printed form. 


Blyn’s index numbers ending in 1945-46 have been linked to esti- 
mates of the volume of agricultural production for later years for the 
Republic of India. 


Output of Factory industries and Mines 


The index numbers of industrial and mineral production used here 
were given by Dr. D. B. Meek in his paper cited above.'' His series 
for industrial production were for the years 1896 to 1932 and for min- 
ing for the years 1909 to 1935. Industrial production covered the 
following groups: cotton manufactures, jute manufactures, woollen 
manufactures, paper, breweries and iron and steel. Dr. Meek’s series 
were extended to 1938 in the League of Nations study, /mdustrialisation 
and Foreign Trade.'* The series were linked to estimates for war and 
other missing years and official index numbers for post-war years. 


Value in 1952-53 Prices 


Combining various series is always a complex task. The net value 
of output of agricultural and factory industries in 1950-51 (in 1952-53 
prices)'* was applied to the indices of output of these sectors for the 
six decades since 1896. Two important assumptions are involved in 
this mode of calculation : one concerns changes in territorial cover- 
age and the other relates to the differences between the value of gross 
and net output. 


(a) The question of territorial coverage is particularly important 
for the estimates for the period since 1947 when India was divided 
into India and Pakistan. It is difficult for an individual research worker 
at this stage to construct series for pre-1947 years that would only 
apply to the present territories of the Republic of India. Since only the 
index numbers (and not the physical quantities) pertaining to pre- 
partition India and to post-partition India have been linked, it is un- 
likely that they seriously misrepresent the actual course of develop- 
ments before 1947. 


If Meek’s weights for 1909-15 are taken as a true reflection of the position at 
that time (1909-1915), the relative weights for the decade 1946-1955 would be 
are, 54 and commercial crops 46 ; the comprehensive estimates of the National 

ncome Committee, however, indicate them to be 67 and 38—the proportion, which 
in fact corresponds to the results shown by Blyn’s indices. See Report of the National 
Income Committee (New Delhi 1954) p. 36. 

1 6D. B. Meek, op.cit.,pp. 371-373 ; these also suffer from inadequate coverage 
and point to the need for more comprehensive estimates. 

12 League of Nations, Industrialisation and Foreign Trade (1945), Table ITI, 
pp. 133-135. 

18 Planning Commission, Second Five Year Plan : Draft Outline, (New Delhi 
1956). p. 26. 
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(b) The problem of expressing the index numbers showing the 
gross volume of output into net values in constant prices is more com- 
plex. It involves the assumption that over these six decades the net 
value of output has formed roughly the same proportion of its gross 
value. In the case of agriculture, this would certainly not be true if 
between the two years compared, there are violent fluctuations in out- 
put caused by natural factors. The share of net value of agricultural 
output in its gross value would be considerably higher in the year 
with higher output than in that with the lower one; this is obviously 
the result of the fact that the deductions which are made for deriv- 
ing net Output are more or less constant—that is, they are not sub- 
ject to the same fluctuations which are caused in gross output by 
natural factors.'* The use of decennial averages would, however, tend 
to minimize the importance of this factor. 


it may be imagined that the changes in technology, labour pro- 
ductivity, utilization of excess capacity and differential rates of change 
in the prices of raw materials and finished products should be expect- 
ed to have important repercussions on the relationship between gross 
and net value of industrial output. But the data for nearly 70 years 
for the United States indicate that the share of net value added in 
manufacturing to the gross value of output has fluctuated very slightly 
around 40 per cent, without showing any definite upward or down- 
ward trend.’® In the case of India, we do not have similar data for 
the period referred to in this paper. The results of the census re- 
ports on manufacturing industries for the years 1946 to 1953, how- 
ever, show that the net value added in manufacturing formed around 
30 per cent of the gross output: in this case again, the small fluc- 
tuations in this proportion do not indicate any consistent trend.'* It 
may be pointed out that this period in India was marked by very con- 
siderable, in fact very violent, changes in the utilization of excess capa- 
city, labour productivity and price relatives between raw materials and 
manufactured goods. In the light of the above, one cannot be far too 
wrong in using the decennial index numbers of the gross volume 
of industrial and mineral production for the period 1896 to 1955 to 
reflect the changes in the net value of industrial output for this period. 


From the qualifications made above, it is obvious that the data 
shown in table 2 are very approximate and can only be used to in- 
dicate the broad order of magnitudes involved. While it is not within 
the scope of this statistical study to attempt an explanation of the trends 


14 According to the calculations of the National Income Committee, the share 
of net value of agricultural output in its gross value has varied between 80 to 90 
per cent between 1948 to 1950. Final Report of the National Income Committee, 
(New Delhi, 1954), p. 45. 

18 Daniel Creamer, Capital and Output Trends in Manufacturing Industries, 
1880-1948, (National Bureau of Economic Research, paper No. 41, 1954), p. 18. 

1® Summary results of the census reports shown in the Indian Trade Journal, 
(Department of Commercial Intelligence, Calcutta) ; Supplement, March 31, 1956. 
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in the value of agricultural and industrial output indicated in table 2, 
some general observations may be made here; a proper evaluation of 
these trends would clearly need a more detailed study of the social, 
economic and political history of last few decades. 


Table II 
Long-term Changes in Net Output in India : 1896-1960 


(annual averages in 1952-53 prices.) 


1896-1905 1906-15 1916-25 1926-35 1936-45 1946-55 1960plans 


Billions of Rupees 


Foodgrains 1 8.8 -2 27.5 
Commercial crops 6.7 8.0 9.1 11.1 11.9 13.7 18.0 

Agricultural crops 34.8 36.8 37.7 38.4 39.1 41.2 52.0 
Factory industries 1.3 2.0 2.6 3.5 5.6 6.5 13.8 
Mining 0.2 0.3 0.4 0.5 0.7 0.8 1.5 


Industry and 
mining 
Total above 


ue 


Per capita output 158 159 164 155 ltt 136 164 
Index numbers—1896-1905 = 100 


Foodgrains 100 103 102 97 97 98 121 


Commercial crops 100 120 136 166 177 204 270 
Agricultural crops 100 106 108 110 112 118 149 
Factory industries 100 154 200 270 430 500 1060 
Mining 100 133 176 220 280 346 650 
Industry and 

mining 100 153 200 267 420 487 1020 
Total net output 100 107 112 116 124 133 185 
Per capita output 100 101 104 98 91 86 104 
Population> 100 107 108 119 134 154 178 


Decennial Rates of Percentage Growth 


Foodgrains 3 
Commercial crops — 20 14 22 7 15 82 
Industry and 

mining —_ 53 30 33 58 ll 110 
Total net output _— 7 5 4 7 7 39 
per capita output — 1 3 —6 —7 —s 21 
Population> _ 7 1 10 13 15 14 


Sources : Data on agricultural output based on George Blyn’s unpublished study, 
the main contents of which are cited by Daniel Thorner in his ‘“* Long-term Trends 
in Output in India ” in S. S. Kuznets (editor), Economic Growth : Brazil, India, Japan 
Duke University Press, 1955), pp. 120-24, Data on factory output for 1896-1932 
from Dr. David B. Meek, ‘“* Some Measures of Economic Activity in India,” Journal 
of the Royal Statistical Society (London, Part III, 1937), for 1932-38 from League of 
Nations, Industrialization and Foreign Trade (1945), pp. 133-135; and for later 
years from U. N. Statistical Yearbook 1949-50, p. 132 and recent issues of the Monthly 
Abstract of Stastistics ; the same sources are used for mineral output. Data on 
population from U. N. Demographic Yearbooks. [Continued on next page. 
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1. The most striking feature about the changes over the last six 
decades is the markedly slow expansion of agricultural output. On 
the whole, agricultural output increased by only 18 per cent during 
these six decades, whereas the total population increased by over a 
half. No matter how crude these estimates may be, it is obvious that 
per capita agricultural production fell during this period ; the decline 
was by nearly a third. This seems to be in line with the fact that 
per acre yields have not significantly altered during this period and 
the acreage sown has increased by only around a tenth.'’ 


2. The really depressing factor in the sluggish movement in 
agricultural production has been the output of foodgrains, which has 
remained virtually stagnant during this period. With this is asso- 
ciated the fact that over this period India became a net importer of 
foodgrains instead of a net exporter as in the early part of the twen- 
tieth century. In view of the sharp increase in population during this 
period, these changes suggest that the per capita availability of food- 
grains declined by a quarter to a third.’* 


3. The output of commercial crops, on the other hand, more 
than doubled during this period. Since the first decade for which data 
have been shown here, its share in the value of total agricultural out- 
put has risen steadily from less than a fifth to around a third in more 


recent years. 


Note : Indices from the above publications have been linked in continuous series, 
Values in 1952-53 prices obtained by applying these index numbers to national 
income data given in the Planning Commission, Second Five Year Plan : Draft 
Outline, (New Delhi, 1956), p. 26 For other details, see text. 


(a) Data for 1960, related to average for 1946-55 ; ona straight line basis of 
growth, 1960 may be considered to represent an approximate average for the 
decade 1956-1965. 


(b) Based on census years, thus assuming that the population in a census 
year represents an approximate average for the decennium which covers roughly 
equal periods prior to, and after, the census year. 


1 6This refers only to British India and does not take into account changes 
in double-cropped area. 


** Dr. M. Boserup, my colleague in the Economic Commission for Europe, 
wonders whether such a sharp fall in per capita food supplies could have really 
taken place over this period without provoking Malthusian checks to population 
growth or at least altering price relationship between food and commercial crops 
80 as to discourage the expansion of the latter. It may well be that Mr. Blyn’s 
index numbers of food grain output—the only series so far available with relatively 
more satisfactory coverage—understate crop production to some extent. Perhaps 
another independent effort to study the long-term trends in agricultural output 
may help narrow the range of uncertaintly in this field. 


It may be added here that the fall in per capita supplies of food grains by a 
quarter to a third need not imply an equal fall in the intake of calories, calculated 
on the basis of the food grains actually used for human consumption. The decline 
in calorie intake would no doubt be smaller as a result of a more pronounced fall 
in wastage of food—at times amounting to a tenth of the available su 
in the use of grains as feed for animals (including dogs). 


a 

4 

a 
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4. Output of factory industries and mines also expanded during 
this period, the expansion being much sharper during the decades 
which cover the years of the first and the second world wars. Its 
share in the total of net agricultural and industrial production increas- 
ed from less than five per cent in early twentieth century to nearly 
fifteen per cent in recent post-war years. 


5. The changes in agricultural and industrial output and popula- 
tion were reflected in a decline in per capita real output, which rose a 
little during the first three decades, but showed a pronounced fall by 
about a seventh thereafter. 


6. Against this sombre background, it is revealing to view the 
targets set for the second five-year plan. While the data shown in the 
table refer to 1960-61, the last year for the second five-year plan, they 
can be construed to represent the average for the decade 1956-1965 
on the basis of an assumed straight-line growth. The net effect of 
three five-year plans (1950 to 1965), if fulfilled, would thus be to re- 
verse the fall in per capita agricultural and industrial output and 
bring the average level for the decade 1956-65 up to the level that was 
prevalent in late nineteenth and early twentieth centuries. 


Ill 


Since the data shown in table 2 cover only agricultural and indus- 
trial production, it is obvious that they cannot give a full picture of the 
net material output as defined by Dadabhai Naoroji, W. Digby and 
Shah and Khambhata or of net national income as defined by 
Dr. V. K. R. V. Rao and the National Income Committee in recent 
years. The output originating in animal husbandry, forestry and fish- 
ing and in the small enterprise sector would have to be added to cor- 
respond to the definition of net material product used by Naoroji and 
others ; and the value of services in the commerce, transport, communi- 
cations, professional and domestic services and the Government sec- 
tors would have to be added to make the long-term estimates com- 
parable with the more recent ones. 


This is admittedly a very difficult undertaking. The recent esti- 
mates of the incomes originating in many of these sectors, particular- 
ly in commerce and professional and domestic services, are built on 
very shaky grounds ; the margin of error assigned to these sectors by 
the National Income Committee, was no less than one-third of their 
estimated value.'® With such a high margin of error, these estimates 
can hardly be considered more than “informed” guesses. 


1® Final Report of the National Income Committee, (New Delhi, February 
1954) p. 146. The awarencess of uncertainty in this field seems to have incre: 
with the passage of time ; for, Dr. Rao had assigned margins of error of 15 to 20 per 
cent in his study completed some fifteen years prior to the publication of the Report 
of the National Income Committee. See Rao, op.cit., p. 186. 
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In order to obtain an approximate impression of changes in 
national income over the period covered in this study, one may 
venture to suggest some rough and ready criteria to construct the est- 
imated values for incomes originating in all sectors other than agri- 
culture, factory industries and mines. These incomes are to a large 
extent functionally related to the output of commodities in the agri- 
cultural and indusrial sectors and it is most unlikely that the changes 
in them would be significantly different from those in agriculture and 
industries. This is likely to be the case particularly in India where dur- 
ing the last six decades the changes in agricultural and industrial out- 
put and in the occupational pattern of the population were very 
small indeed. 


Thus, for instance, the income from animal husbandry and from 
the small-scale enterprises sector may be taken (in the absence of other 
more reliable guides) to have changed in line with agricultural out- 
put (although not industrial output which supplies some competing 
goods), whereas the incomes in commerce, transport and communi- 
cations may have reflected proportionately the changes in the total 
value of marketed food crops, commercial crops and industrial and 
mineral output. Other services may be assumed to have changed in 
accordance with the total of agricultural, industrial and mineral output. 


This version of inter-relationships between these sectors may 
seem to be a crude simplification. Yet, this is roughly what has taken 
place during the period 1948 to 1955 for which detailed figures on 
annual changes in the national income are available. During this 
period, the small-scale enterprises accounted for 9 to 10 per cent of 
total national income and about a fifth of agricultural income ; com- 
merce, transport, etc. formed 17 to 18 per cent of total national in- 
come and around a third of the agricultural and industrial income ; 
whereas all other services constituted 15 to 16 per cent of the total 
and 28 per cent of agricultural and industrial incomes. It may be add- 
ed that on the whole the increases that have taken place in agricul- 
tural and industrial output during this short period are nearly as 
large as the changes over the preceding 50 years; there is, therefore, 
ground for suggesting that the simplified hypothesis of sectoral inter- 
relationships does not involve very extravagant assumptions—particular- 
ly so when it is remembered that the margins of error for the estimates 
of income in the small-scale enterprises and service sector, even in 
recent years, are very high indeed. 


The long-term trends in national income of India (in 1952-53 
prices) on the basis of the hypothetical adjustments along the lines 
indicated above would appear to be as shown in table 3. 
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Table 
Estimates of Long-term Changes in Net Income in India : 1896-1960 
(Annual averages in 1952-53 prices) 


1896-1905 1906-15 1916-25 1926-35 1936-45 1946-55 1960 plan 


Billions of Rupees 

Net commodity output 
1. Agricultural crops 34.8 36.8 87.8 38.4 39.1 41.2 52.0 
2. Other agriculture 6.7 7.1 7.2 7.4 7.5 7.9 9.7 
3. Factories and 

mines a. 2.3 3.0 4.0 6.3 7.3 15.38 
4. Small enterprises 8.3 8.8 9.0 9.7 9.3 9.8 10.8 

Total above 51.4 55.0 57.0 59.0 62. 66.2 87.8 


Service income 
5. Commerce, trans- 
port, etc.,a 10.8 12.2 18. 
6. Other services® 12.1 12.9 13.4 13.9 14.9 15.8 21.0 


Total above 22.9 25.1 26.6 28.9 31.6 34.3 44.0 
7. Net domestic 


. Product 75.0 81.0 84.0 88.0 94.0 101.0 185.0 
Rupees 
8. Per capita 
income 325 330 340 320 300 280 330 
Index Numbers ; 1896-1905 = 100 
9. Commodity 
output 100 107 lll 115 121 129 171 
10. Services 100 110 116 125 138 150 192 
11. Total domestic 
product 100 108 112 117 125 135 180 
12. Per capita 
income 100 101 105 98 92 86 101 


Note : The estimates for other agriculture (including animal husbandry, ancillary, 
activities, forestry and fishing), small enterprises and the whole service sector are 
very crude approximations and should, therefore, be taken to indicate the order 
of magnitudes only. The relationships used for the estimates are: other agriculture 
and small enterprises as 16 per cent and 20 per cent respectively of total agriculture ; 
1950-51 net value of commerce, transport, etc. adjusted in line with changes in the 
value of marketed food grains (one-third of total foodgrains), commercial crops and 
in the output of factories and mines ; and other services as 28 per cent of the total 
value of the output of agriculture, factories and mines. For other details, see text 
and table 2. 

(a) Very crude estimates ; see note above and text. 


The index numbers of total income and per capita income in 
this table are not altogether different from those for agricultural and 
industrial output shown in table 2; only the absolute levels are higher 
because of the addition of estimates for small-scale enterprises and 
services. The pursuit of this elusive comprehensiveness has probably 
been at the expense of greater reliability ; but then, it may yet have 
its own intrinsic appeal to the purist ! 


Geneva SURENDRA J. PATEL. 


THE DEARTH OF DOLLARS* 


Meaning of Dollar Scarcity 


SHORTAGE Of dollars refers to a situation in which the rest of the world 
imports more than it can pay for by its exports to the U.S.A. A dis- 
equilibrium between the exports and imports—visible and invisible— 
gives rise to a surplus or a deficit in the balance of payments. De- 
ficits or “ gaps” are covered by a country “ by exporting gold, draw- 
ing down its foreign assets, acquiring foreign liabilities or receiving 
donations for the specific purpose of establishing a balance” and sur- 
pluses are eliminated by “either importing gold, adding to its foreign 
assets, reducing its foreign liabilities or making donations ”.' 


If a country’s imports are less than its exports, there is a super- 
fluity of foreign exchange in its market—or conversely there is 
a shortage of its currency in other countries. But actually in this world 
of sovereign nations, currencies do not cross national borders. Im- 
porters, who owe money to foreigners, pay their national currency to 
exporters within the country, to whom money is owed by foreigners. 
A similar series of payments takes place within the monetary systems 
of other countries. The total payments in any country have thus to 
be equal to the total receipts, ic, the demand and supply of foreign 
exchange in any country must be equal. 


If the supply of foreign exchange is greater than the demand for 
it, as in the U.S., this inequality can be eliminated by, (a) increasing 
imports (by reducing tariffs, appreciating currency, etc.). (b) decreas- 
ing exports (by removal of subsidies, currency appreciation, quotas and 
exchange controls, etc.). (c) importing gold (a special type of commo- 
dity, internationally accepted in lieu of payments and debts). (d) grant- 
ing loans to foreign countries (or letting the foreign balances of ex- 
porters pile up). (e) acquiring property and investing in foreign coun- 
tries. (f) giving away the excess as a gift and/or (g) letting the ex- 
change rate (or the price of foreign exchange) find its own level. At 
some price the demand and supply of foreign exchange will always 
be equal. Exchange-rate changes cause (and can be caused by) a com- 
plex of other changes in international economies. Prices, incomes, im- 
ports, exports, investment and even speculation all show signs of move- 
ment, when exchanges move. 


*The author is indebted to Professor Howard S. Ellis, ge ay - of California, 
and Professor Leland J. Pritchard, University of Kansas, for suggestions and 
comments. 

1 Young, John Parke, page 127. The Ronald Press Co., New York, (1951) 
3rd ed. 
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History of the Concept of Dollar-Shortage 


* The term dollar-shortage was used by the Economist of London 
in 1940 and it was popularized later by Hal B. Lary and others in their 
Department of Commerce publication, The United States in the World 
Economy. Later the International Monetary Fund talked about the 
general scarcity of a currency, and now the term has passed into 
popular usage. 


R. F. Harrod thinks that “ A dollar famine ... is one of the most 
absurd phrases ever coined’ and that “This allegation of a * world 
dollar shortage’ is surely one of the most brazen pieces of collective 
effrontery that has ever been uttered”. This piece of emotive econ- 
omics from a noted British economist seems to confirm Kindleberger’s 
view that “The United States will gain support for its political 
ideals and hence allies, by creating conditions in which the countries 
of the world are independent of this country or are independent with 
us. Failure to solve the dollar shortage is likely to lead either to weak 
allies dependent upon Unitd States subsidy or to pathological condi- 
tions which lead to active opposition.‘ However, the task is not for 
the U.S., alone to carry out. The deficit-countries have an equal 
if not a heavier obligation. 


Il 


History of Dollar Shortage 


After the Civil War in America dislocated trade and business re- 
vived and experienced a boom, culminating in 1873. Imports increas- 
ed tremendously. Increased immigration from Europe, westward ex- 
pansion of the population into the Mississippi Valley and the construc- 
tion of railroads stimulated agriculture of the mid-west. “ Between 
1870 and 1880 total exports more than doubled, due in large part to 
increases in exports of grain and breadstuff ”.* 


In 1879 “the balance of merchandise trade of the country shifted 
from an excess of merchandise imports, which had existed more or 
less regularly as far back as records go, to an excess of merchandise 
exports. Since 1874 the United States has, with two exceptions (1888 
and 1889), continuously had an excess of merchandise exports ”. 
This shift was caused by the increased production of the country as a 
result of the constant inflow of foreign capital. The boom had ended 


* Kindleberger, C. P. The Doller Shortage, New York (1950) John Wiley and 
Sons, Inc., pages 3, 4, 5. 

* Harrod, R. F. quoted by Kindleberger op. cit. page 2 

* Kindleberger, p. 4. 

* The information and quotes in this section are from Younge, op. cit. pp. 40-42. 
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in a financial panic is 1873. This slowed down capital inflow for a 
considerable time, while interest payments to foreigners continued. 
These were larger than the new capital receipts. 


After 1,900 another era of expansion saw the rise of big American 
industry. With the breaking out of hostilities in 1914, the demand for 
the exports of neutral countries increased considerably—as the local 
resources of the belligerents were applied to war purposes. U.S. ex- 
ports rose abruptly from $2,400,000,000 in 1914 to $6,300,000,000 in 
1917, while imports declined slightly till 1916 and then grew larger, 
but were much smaller than the exports. The increase of exports and 
imports was heavier, partly due to price increases. On entering the 
war in 1917, the U.S. could not export as much as before, still she 
had a surplus of exports which was largely financed by loans, most 
of which were not repaid. 


“The greatest increase in America’s foreign trade came in the 
two years following the first war, 1919 and 1920... caused by the re- 
lease of demands pent up during the war, by the restoration of ships 
to their former routes, and by the further inflation of commodity 
prices which made part of the increase more apparent than real... 
In 1920 exports mounted to $8,228,000,000 and imports to 
$5,278,000,000 ”. 


Europe’s capacity for production had been damaged, so while it 
recovered and increased its exports to America, it imported more in 
turn. Inflation helped the process, which in turn led to the crash of 
1920-21. “Imports and exports both declined to half their 1920 high 
points”. Trade and industry gradually recovered. The U.S. lost 
some markets in Latin America and in the Orient to Europe, which 
supplied these markets before the war, but the exports had reached 
$5,241 million while the imports increased to $4,400 million. 


The great depression of the thirties brought down the exports to 
only $1,612 million and imports to $1,323 million. This decline was 
greater than that of other leading nations for which the 1932 trade 
was, on the average, about 38 per cent of the 1929 trade. The American 
figures were 30 per cent for imports and 29 per cent for exports. 
Tariffs had been raised in this as well as in other countries. Interest 
payments on U.S. capital, which had been responsible for a surplus 
balance on current account since 1919, had thus to be made in gold 
by other countries. The loans which had financed heavy exports were 
not all repaid and some ultimately defaulted during the depression. 
(There were some defaults in the 20’s also). 


World trade recovered after 1932, and after a mild set-back in 
1937-38, was picking up, when the second world war incapacitated 
Europe’s export potential once again. 
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U.S. exports touched the 1929 level in 1941 but imports remained 
low. While imports from Latin America increased, the overall bal- 
ance of trade showed an increasing surplus which reached a peak in 
1944. These were financed by lend-lease arrangements. The years 
1945 and 1946 saw a decline of exports and increase in imports mainly 
due to the pent-up demand for goods and services, a backlog of war 
conditions. 


In 1947, however, exports expanded greatly and reached the high- 
est level they had ever attained, $15,340 million. Once again the U.S. 
government financed these by grants and a few “loans” to aid re- 
construction in war-ravaged Europe. European recovery partly re- 
versed the trend. The Korean War and the East-West tension have 
further contributed to heavy purchases of raw materials and strategic 
goods abroad. 


Does this all prove that there is a dollar shortage ? If so—is it 
undesirable ? To the first question, most experts answer, yes. To the 
second, the replies are discordant. 


But does the mere fact of a uni-directional flow of capital prove 
a shortage of any currency? Dutch capital flowed into England to 
help the Industrial Revolution. Later the sterling flowed out of Eng- 
land after 1820 for over a century. Was there a guilder or sterling 
shortage then ? Foreign capital flowed into the U.S.A. until the eigh- 
ties of the last cetnury. Was there a superfluity of dollars or a short- 
age of foreign exchange ? In the technical sense—yes. Commodities, 
and capital is no exception, flow to areas where these are relatively 
scarce from areas where they are relatively abundant. Capital move- 
ments ryled politics in the last century. Politics is ruling capital 
movements now. Europe wanted raw materials—its land was scarce, 
population was large, capital was abundant. It exported population 
and capital to new land whose capacity to bargain or object was elim- 
inated by political subjugation. Capital was comparatively free to 
move in search of high profits. Virgin soils and cheap labour enhanc- 
ed the productivity of scarce capital in the colonies. Profits were re- 
invested—often for the production of raw materials needed for. 
Europe’s growing industry. Finally, Europe accepted payments of in- 
terest in increased imports to sustain a rising standard of living. No- 
body thought of scarcity of the sterling or of other currencies, when 
everyone was out for grabbing raw fields for investment, and later 
when the higher standards of living could only be estas by the ex- 
cess imports from the colonies. 


The dollar is scarce because America is unwilling and to some 
extent unable to step into Europe’s footsteps. Nascent nationalism in 


* Ashton, T. S., Industrial Revolution, New York, Oxford University Press 
(1947) p. 108. 
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the erstwhile colonies is suspicious of foreign capital. And America 
has a large market at home, which is still untapped. The universal- 
istic economy of colonialism has disintegrated. The international 
economy of free nations has not grown up. And so, while the econ- 
omic need for the dollar is great in the rest of the world, the neces- 
sary political and psychological atmosphere is still absent. Within 
America the fear of increased governmental activity amongst the 
public partially incapacitates the government for fiscal action which 
would be necessary for counteracting deflationary pressures released 
by increased imports, and the existence of strong monopolies makes 
the price-cost structure rigid, thus heightening the danger of a shrink- 
ing Output and employment, as a consequence of any liberalization of 
imports. 


IV 
Causes of the Dollar-Shortage 


The causes of this dollar scarcity are sometimes described as 
cyclical, secular, and those connected with the two wars. Professor H. 
S. Ellis, for this reason, refuses to call this shortage of dollars chronic. 
“If an unfortunate citizen” says he, “where to fall victim of yellow 
jaundice, then to an automobile accident, then to plunge into icy water 
while skating, next to pneumonia and finally to a fall from a step- 
ladder while trimming roses, we might call him a “chronic” invalid. 


But I doubt it. Similarly the shortage of dollars is, not something 
arcane, inevitable and inveterate *? It is perhaps better to dis- 
cuss these causes under the heads, short-term and long-term. 


SHORT-TERM 


(a) World Wars: The two wars impaired Europe’s productive 
capacity—as of many other nations—and increased their import needs. 
Britain, for example, had $16 billion worth of assets in the U.S. in 
1939, earning $0.8 billion annually. It emerged as a debtor to the U.S.A. 
after the war. Her sterling balances (war-time credits from the Com- 
mon Wealth countries) accumulated to $12 billion, after wiping away 
most of her investments abroad.* To pay for her essential imports, 
according to many British economists, she needed to export at least 
50% more than her pre-war exports,’ while productive capacity in 
essential lines had been destroyed. The war caused considerable de- 
struction or depreciation of her plant and equipment.’° 


7 Quoted 9 Kindleberger p. 45. 

* Hansen, A. H. America’s Role in the World Economy, New York. W.W. 
Norton Co., Inc. (1945) pp. 165-66. 

Ibid., pp. 169-70. 

1° For this and other reasons, G. D. H. Cole estimated that Britain needs to 
increase her exports from 478 millions (1936-38) to 1000 millions at 1938 prices, an 
increase of more than 100 per cent. See. Money—Its Present and Future, Cassel 
and Co. Ltd., London, 1945, 2nd edition p. 247. In a revised edition of the book 
in 1954, he argues that his estimates were nearer the mark than those of other 
British economists. 
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(b) Colonial Wars: Colonial wars have impaired the capacity 
of some governments to devote more human and material resources 
for their own recovery and reconstruction. France, especially, has 
suffered as much from the aggressiveness of her fascist neighbours, as 
from her own unenlightened colonial policy. 


(c) Business Cycles: When there is a boom, the world buys 
more from America—her mass-manufactured goods, and when there 
is a depression, America buys less of the world’s goods. In both 
cases American exports remain higher than her imports, even though 
in volume and value they both go up and down. 


Imports into the U.S.A., during the inter-war period, were less than 
5% of her national income. This high degree of self-sufficiency of the 
American economy makes imports extremely vulnerable to business 
fluctuations. 
In America “...the imported product rather than the domestic is 
apt to be the marginal consumption and to fluctuate more widely than 
domestic output”.'' While this seems to be true, its cause is not to 
be sought, as Kindleberger does, in the low propensity to import of 
the U.S. He quotes T. C. Chang and others to show that the income 
elasticity of imports of U.S. is about one and is much below the 
world average of 1.5.'' This should mean that as incomes rise, the 


world imports from the U.S. should rise faster than U.S. imports from 
the world and vice versa. On the other hand, the fact is that the 
balance of trade of the rest of the world has been steadily, though 
slowly, improving as employment and incomes have risen all over. 


(d) U. §. Attitute towards Dollar-Shortage: As Professor Viner 
has pointed out, dollar shortage cannot exist if America refuses to 
finance the dollar gap, ex-ante, or ex-post. The readiness of the United 
States to cover dollar gaps, he claims, creates an incentive to incur 
such deficits.'* This readiness has a tendency to change with changes 
in the international and the national political scene. The appropria- 
tions by Congress for covering most of the dollar gap are on a year- 
ly basis. 


LONG-TERM 


(a) American Productivity—{i) Diverse and Immense Natural 
Resources: “Each community in the United States may spend as 
much of its income outside its boundaries, as do similar communities 
in other countries. For the United States as a whole, however, the 
number of communities united within the national boundaries is so 


41 Kindleberger op,cit. p 
12 Viner, Jacob, ‘Trade and Economic Development, The Free Press, 
Glencoe, Illinois, (1952), pp. 79-80 
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great, and their nature so diversified, that it is unnecessary for their 
totality to import a considerable volume of goods and services from 
abroad."* 


Kindleberger argues that while“In an agricultural country in- 
creases in real income are likely to lead to very much larger increases 
in imports ”* the reverse is true for industrial countries. He 
concludes that not only there has been, and is a dollar shortage, 
but there will be a dollar shortage, as the incomes of others, 
especially agricultural areas, increase. This point will be taken 
up later. 


(ii) Technology: Hansen declares, “ American producers with 
their mass-production techniques can undersell ...any competitor in 
automobiles, radios, typewriters, electric household appliances, wash- 
ing machines, etc. These are just the things that all the world wants. 
American products are demanded everywhere ... Indeed, foreigners 
want them so badly that they are always buying more than they 
can pay for”.** 


Having said that, he turns around with a self-accusing under- 
tone to remind his reader that, “ They cannot pay for them in dollars 
because we do not import enough in return”.'* 


That American large-scale manufacturers can undersell foreign 
competitors can be true only if we assume a number of things, like, 
technology is always on the side of large scale manufacture, or that 
there is no comparative advantage in the production of certain goods 
in other countries, a statement Hansen would most vigorously deny— 
that cheaper wages and rents cannot out-balance more efficient cap- 
ital of America. Hansen’s statement that typewriters, autos, washing 
machines are wanted by “all the world” can only be accepted if by 
world we mean certain upper classes of Europe, Asia, and Australia. 
That British bicycles and Swiss watches are not menaced by, but are 
menacing, the American manufactures, should be a warning against 
wholesale generalizations. 


Keynes and Slichter on the other hand suggested that wage in- 
flation, brought about by trade union action in the U.S.A., will ulti- 
mately tilt the balance in favour of other countries and bring about an 
equilibrium in the dollar-trade. Kindleberger thinks this situation is 
likely to be brought about by all the processes of the capital-intensive 
economy of the U.S.A., rather than merely by trade union action. He 
grants that ultimately American imports of those commodities whose 
production is labour and land-intensive will replace similar home 


Kindleberger op.cit. pp. 40, 41. 
Hansen, op.cit., p. 136. 
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manufacture in the U.S.A. which are consuming high wage labour and 
high rent land. But if this is granted, it is difficult to see why a dollar 
shortage must persist in the future. 


The advance of technology in America requires a continuous re- 
orientation of the supply pattern for home as well as for foreign con- 
sumption. Some exports have to be dropped and replaced by newer 
manufactures. Some imports in fields formerly supplied by home 
producers, become necessary. This re-adjustment is necessary both 
in America and in other countries.'” 


While America’s technology is the cause of her high productivity 
—it is also a product of her vast productive potential based on her 
diverse and rich natural resources. These resources are being deplet- 
ed at a fast rate. Once the U.S. exported metals and minerals in 
large quantities, now she is a net importer of all these except coal 
and molybdenum. This is partly offset by the substitution of one re- 
source for another. Aluminium is replacing copper. Artificial silk 
is replacing imported silk and artificial rubber is replacing import- 
ed rubber. The import of cotton and woollen textiles is hit by the 
development of synthetic fibres. The comparative rates of resource- 
exhaustion and resource-substitution will ultimately decide whether 
America’s relative independence of the world products is to continue 
or decline. It is likely, however, that with her high-consumption econ- 
omy, she will import not only more raw materials and semi-manufac- 
tures, but also luxury products, as continued prosperity gives a feel- 
ing of economic security and thereby steps up consumption (by cut- 
ting savings). As the public sector gradually expands and the fear of 
depression diminishes, corporate savings, amortization funds, and var- 
ious types of insurance (old age, sickness, etc.) savings may decline 
relatively. The tendency of trade unions to have contracts include 
provident funds, and of industry to keep aside large depreciation funds 
because of the fast technological innovation, however, will prevent the 
savings ratio from declining sharply. To the extent, however, that the 
savings ratio does decline, the outward pressure of American savings 
will diminish. Continued prosperity by its stimulus to population 
growth in America, coupled with a tendency on the part of other areas 


18 Arthur Lewis, however, believes that in the coming decades the world may 
be more dependent on America, not only for manufactured goods, but also for food. 
The dollar gap, “ is then a sign that other nations are trying to continue to buy both 
American food and American manufactures when they ought instead to buy relatively 
less manufactures from the United States and relatively more from other countries... 
if food production does not grow fast enough (in other countries) food will be expens- 
ive relatively to manufactures, and industrial countries will face a struggle to reduce 
the share of United States manufactures in the world’s markets. How fierce this 
struggle is depends mainly on how rapidly prices adjust to the situation. The 
existence of a dollar ‘ gap’ merely signifies that the United States is charging too 
little for her exports of manufactures or paying too little for her imports of primary 
a age ” The Theory of Economic Growth, Richard D. Irwin, Inc., Homwood, 

llinois, 1955, p. 356. 
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to curb their fast rates of population growth, will bring about some 
further shifts in the international demand pattern, helping thereby 
the attainment of trade-equilibrium. 


It is, however, difficult to agree with Professor Hansen that 
“ Without high-level employment and purchasing power, the real motive 
force behind international trade is lacking.’* America had had this 
high level prosperity for a decade and a half now, and yet her im- 
ports are not balancing her exporfS. Prosperity is conducive to im- 
ports but imports do not necessarily follow prosperity. Man takes 
a longer time to change his own mind than to change his material 
environment. What is necessary does not necessarily happen— in in- 
ternational politics or in international trade. 


This brings us to the point as to why, after all, imports into 
America do not catch up with the exports, why import-export and 
production patterns do not adjust to technological advances. To talk 
of “ propensities” is to describe and not to explain situations. The 
“ propensity-to-import” is no more a _ psychological ingredient of 
human groups than Adam Smith’s “ propensity to truck barter and 
exchange”’.'” The significant thing is not to note that the American 
propensity to import is low, but to find out why it is low, and how 
and why it could be raised. Enke and Salera criticize Kindleberger’s 
thesis that increased imports into the U.S.A. will lead to a large in- 
crease of exports by stimulating foreign incomes—a thesis which is 
valid, according to them, only if the induced investment and consump- 
tion expenditures exceed the new income. They aré inclined to believe 
that empirically such is not the case.'* 


According to them, therefore, increased productivity in other 
areas will tend to balance international trade—a view which should 
logically follow from Hansen’s thesis that the relatively high product- 
ivity of America unbalances international trade. Any measures to fill 
this gap of productivities would in the long-run bridge the import-ex- 
port gap. Hansen actually suggests that. So do Haberler, Ellis Harrod, 
and Balogh. The last two, however, think that the disequilibrium 
is more a product of American refusal to allow imports into the coun- 
try than of the foreign incapacity to export to America. This brings 
us to the question of tariffs, exchange rates, quotas, and all that. 


(b) Tariffs: The effect of a tariff is to raise the price of the im- 
ported goods in the country, and thus enable the home producers to 
a degree of immunity from foreign competition. Kindleberger thinks 
that “In a world of inelastic supply curves, tariffs are a tax on for- 


16 Hansen, op.cit. page 180. 

17 Smith Adam, Wealth of Nations, (1776) p. 

18 Enke, Stephen and Salera, Virgil, New Gok (1951), 2nd ed. Prentice Hall, 
Inc. pp. 649 et al. Nurkse believes such is the case. See below. 
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eigners without much effect in reducing United States’ imports ”.'* 
Hansen agrees: “The price elasticity of exports and imports is by 
and large not very great (in America)”.*° This is, however, a ques- 
tionable thesis, in view of the fact that Japan increased her exports 
by depreciating the yen in the thirties and that not all economies have 
inelastic cost-price structures. 


Tariffs, moreover, distort what Hansen calls the “ cost-structure- 
parity” of international trade. By*retaining inefficient industries, they 
prevent the most advantageous exploitation of international resources. 
Tariffs, however, would not be such a barrier to international trade 
if foreigners knew what price they can get in the American market 
over a period of time. But as soon as a foreign producer effectively 
penetrates the market here, the “escape clause” may be invoked and 
the President is pressured into shutting out the imports by higher 
tariffs or Buy-American legislation. This ever-present uncertainty is a 
big hurdle in the way of imports. Once this is eliminated, inter- 
‘ nationally traded goods can find their new levels of price-output re- 
lationships in which a tariff, however undesirable, is computed as a 
cost of production. Sir Arthur Salter thinks that American efficiency 
leads to higher exports, which tend to keep the wages and prices 
in other countries relatively low, but when the industries of these 
countries, benefiting from lower wages tend to sell goods in the U.S. 
market, the U.S. cuts them out with tariffs.** 


(c) Red-Tape: This factor, often ignored in academic discus- 
sions, is of vital importance. Foreign exporters seldom can be sure 
as to what tariff will apply to their goods. Officials have a good deal 
of classificatory discretion. Decisions are slow; goods pile up 
and sometimes deteriorate on the docks. The possibility of illegiti- 
mate influences on officials for unfair classification of imported wares 
increases. 


(b) Buy-American Legislation or Tying of Loans: Laws have 
been enacted from time to time, to compel government to buy 
American produced goods in preference to foreign goods, even if the 
foreign goods are cheaper. Goods sent to other countries, under var- 
ious aid programmes, had partly to be carried in U.S. ships. The 
Import-Export Bank ties its loans in many ways. Goods have to 
be bought in the U.S.A., insured by a U.S. company, carried in a U.S. 
ship—er al. Dollars lent to any country have ultimately to be spent in 
the U.S.A. There is thus no point in tying them, except that it elim- 
inates the right of the borrower to buy in cheapest market. 


1® Kindleberger op.cit. p. 224. 
Hansen, op.cit, p. 188. 
1 Quoted by Kindleberger p. 54. footnote. 
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“In a multilateral world, the market for credit and the market 
for goods weuld be completely separate and distinct. Credit would 
be borrowed where it was cheapest, goods bought where they involved 
the least expenditure. To tie loans to exports is a form of barter, which 
is the antithesis of multilateralism....The main concern of the lender 
should be the over-all credit worthiness of the borrower, rather than 
any undue concern for the effect on the balance of payments of the 
particular purpose of the loan. In overall terms the credit risk of 
the borrowing country should be judged by its possession of a course 
of development (or a plan) which is broadly sound in terms of the 
doctrine of comparative advantage, and which is only moderately in- 
flationary. Most important, the country should possess the intention 
to reach the stage of development where it can repay its loans on a 
net basis...."** Hansen develops the same point by pointing out the 
secondary and tertiary effect of a developmental loan. The effect on 
the balance of payments or the original project may not be very signi- 
ficant as compared to the effect of all the subsequent developments 
flowing from the original investment. 


The amortization of individual loans in the field of international 
finance is, thus, not very sound. The need for amortization, however, 
on the part of the International Bank for Reconstruction and Develop- 
ment and other lending agencies, was born out of the practical need 
of winnig the confidence of the American investor. 


(e) Nature of the American Market: In the vast American 
market you either sell a lot or sell too little to make a profit. Sales 
costs are tremendous. The capacity to supply unlimited quantities of 
a standardized commodity at uniform prices and at definite times, is 
a pre-requisite for successful business here. Few foreign producers 
possess the resources necessary for this huge production as well as 
marketing. And then, if they do, and if they succeed in getting a 
share in the market—they can be ousted by vested interests anytime 
with the tariff “escape clause 


The 19th century atomistic competitive economy has given place 
to the 20th century economy of powerfully organized blocks. Trade 
unions are powerful enough to prevent a reduction in wages. Em- 
ployers are powerful enough to resist attacks on profits, either through 
taxes or through foreign competition. Anti-trust laws cannot effect- 
ively prevent vertical and lateral integration of industry. Immobility 
of factors of production internally is accompanied by international 
immobility of capital. Declines in wages and incomes, which could 
bring about shifts in resources—human and material—are not allow- 
ed. If demand tends to fall in one field, it is met by a reduction of 
output rather than a reduction of price. In the thirties, however, 


Kindleberger, op.cit. p. 246. 
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American producers held their own against foreign goods by taking 
price cuts. Imports did not increase. This was made possible because 
the alternative to low profits was wholesale bankruptcy. As such a 
situation is not likely to be repeated again, the willingness of the 
American producer to accept price cuts is disappearing. And so, it is 
not only the willingness of the foreign borrowers to repay America, 
it is also America’s willingness to be repaid, which is important. 


(f) Monetary and Fiscal Policies: A _ significant relationship 
commonly discussed when currencies are on gold but ignored when 
currencies are off gold, is that of the volume of money and imports and 
exports. On gold or off gold, Professor Pritchard points out, imports 
decrease and exports increase the money supply of a country. Increas- 
ed imports will have a deflationary effect in America, and then in 
turn on the whole world. The initial gain of the world will be more 
than offset. He says, “ The significant point is not only that imports 
decrease the money supply and increase the goods supply, but the 
widespread stickiness in our administered price structure causes as a 
consequence, a vicious downward spiral in production, employment, 
and demand. The effect on the money and goods supply would not 
have deleterious consequences if our prices were flexible ”.** 


However the lack of price and cost flexibility need not generate 
a deflationary trend because of increased imports, if monetary and 
fiscal policies are flexible enough. While monetary policies of the 
Federal Reserve System and the U.S. Treasury are flexible, there is 
room for argument about the flexibility of the U.S. fiscal policy. To a 
good many Americans a compensatory developmental fiscal pro- 
gramme is “creeping socialism”. Giving money away to American 
schools, hospitals, social-work agencies, social utilities should be a 
more acceptable way of dealing with this problem than giving the 
goods away to foreigners. But will it be—is another question. 


(g) Consumption Standards Abroad: Europe is unwilling to 
scale down her imports and standard of living and get used to a new 
world in which she is no longer the dominant area in the world. 
Her production has declined. Her position as a capital supplier is 
gone. Her capacity to extract profits out of her colonies is disappear- 
ing. Her expanding population no longer can overflow into the virgin 
soils of the world. Political uncertainty and corruption, as in France, 
prevent tax-collection and anti-inflationary measures. Fortunately, 
this is not true of all European countries. 


Professor Nurkse, using Duesenoerry’s “demonstration effect,” 
argues that the prestige of the American production and consumption 
standards, leads to a desire for their adoption in other countries. “It 
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is much easier to adopt superior consumption habits than improved 
production methods...American production methods are also widely 
imitated ; sometimes indeed, too closely. The highly mechanized 
equipment that is suited to American conditions, where labour is the 
scarcest factor of production, need not be well suited to conditions 
elsewhere”. While this means more demand for capital, “the temp- 
tation to copy American consumption patterns, tends to limit the sup- 
ply of investible funds by inhibiting the willingness to save”.** These 
effects, according to him, are being heightened because the disparity 
in international standards of living is increasing, while the communi- 
cation between nations is also increasing.** 

(h) Enthusiasm for Development in the Orient: In the oriental 
economies, incomes and employment are low. Savings are extremely 
low. But having won their independence recently some of them are 
impatient to develop at a pace faster than the internal savings allow. 
Russia, during the inter-war period, converted 30% of her national 
income into capital-formation.** But this necessitated the use of brute 
force. The same may be done by China and other countries, who find 
that the desire for improvement on the part of their masses can only 
be fulfilled in the long run by keeping consumption low while in- 
comes rise. Countries desiring to follow democratic techniques and 
avoid compulsion are trying to augment their internal resources with 


foreign capital, which is not always adequate. This high rate of in- 
vestment, generates a high demand for imports by releasing inflation- 
ary forces. Inflation redistributes incomes in favour, largely, of the 
business classes. It leads to an increase of demand for all sorts of 
goods, especially American luxuries. Hence the import controls. 


(i) International Politics: Consideration of political alliances 
in the East-West struggle, are helping the flow of American aid to 
foreign countries. But private capital is chary of moving out, because 
of the political uncertainty, fear of expropriation of investments and 
defaults on bonds. American investors have undergone these experi- 
ences in the past. “ The defaults eventually proved to be less serious 
than sometimes imagined...But the psychological shock outlasts the 
defaults”’.*° The distrust of the foreigner, born out of their past ex- 
periences, is strong in most foreign countries. Attempts by the World 
Bank, the Import-Export Bank, the U.S. government and some of the 
local governments to give guarantees have succeeded partly to facili- 
tate matters, but the problem is still unsolved. It is a vicious circle, 
capital does not flow into the underdeveloped areas, so there is little 


* Ragnar Nurkse, Problems of Capital Formation in Underdeveloped Areas, 
Basil Blackwell, Oxford (1955), pp. 58-67 

** Hansen, op. cit. p. 184 

% Buchanan, Norman S. and Ellis, Howard S., Approaches to Economic 
Development, The Twentieth Century Fund, New York, (1955), p. 334. For 
details of these losses, see Report the President on Foreign Economic Policies, 
Washington, Nov. 10, 1950, p. 82. 
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development and little stability, and lack of stability prevents inflow 
of private capital. And, governmental lending is unpopular in the U.S. 


(j) Inappropriate Exchange Rates: It is often said: Free the 
exchanges, let them find their level, and there would be no shortage 
of dollars. Supply and demand will be equal at some price. Says 
Kindleberger, “If one concentrates on the market mechanism to the 
exclusion of other and important considerations, it is possible to say 
there is never a shortage of anything, but merely wrong pricing. At 
no time during the European campaign did General Eisenhower's 
troops experience a shortage of ammunition; the price was merely 
too low. If economics be reduced to a tautology, demand and supply 
are always equal—at a price 


This price, says Hansen, will be too high not only for other coun- 
tries, but also for America ultimately. It will so curtail their capacity 
to buy from America, that it will affect America’s employment trem- 
endously and prevent a long-run adjustment that is coming about 
through the development of other regions. Hansen criticises Haberler 
for assuming that a mere unbalance in the balance of payments is an 
indication of a disequilibrium. It may be a desirable condition. Also, 
this lack of balance, may not be corrected by an exchange rate change. 
“ However”, he says, “ along with other measures, a change in the ex- 
change rate may in certain specific cases help ”.”* 


Citing the example given by Ragnar Nurkse and Haberler, he 
says that England’s over-valuation of the pound from 1925 to 1930 
did not affect her balance of payments adversely, but depressed her 
prices and produced unemployment. Similarly, the depreciation of for- 
eign currencies depressed American prices and employment, but did 
not improve their balance of payments.** These sweeping statements 
are difficult to accept because the over-valuation of the pound-sterling 
coupled with the under-valuation of the franc lend to an exodus of gold 
from England into France, bringing about a contraction of money sup- 
ply in England. The depreciation of foreign currencies had a similar 
effect on gold outflows from the United States. That these gold out- 
flows were caused by other factors also, does not prove that exchange- 
rate changes did not influence them.”* 


“In all events, neither short-run cyclical fluctuations in exchange 
rates nor the imposition of exchange control at certain phases of the 
cycle, could give us at all a satisfactory international economy ”.* 
Hansen recommends import-controls over luxury items in foreign coun- 


27 Op. cit. p. 176. 

Op. cit., p. 188 

*® Chandler, Lester V. Economics of Money and Banking, Harper & Bros. 
New York ( 1953 ), pp. 137 et al. 

~6Hansen, op. cit. p. 190 
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tries and also in certain other consumption items and approves ex- 
change-control under certain conditions. “Exchange control by coun- 
tries in a certain stage of economic development, should be regarded 
as not only legitimate but also necessary in order to promote world pro- 
sperity and international equilibrium ... (It) is ...an important instru- 
ment for stability in a country sufferng violent fluctuations in its bal- 
ance of payments due to (a) crop failures in major export commodities 
and (b) depression in foreign markets. As the primary producing coun- 
tries gradually evolve toward a more balanced and mixed economy, 
they may be expected to become ripe for admission into a circle of 
multilateral trade and free exchange. Exchange control in the mean- 
while serves as a useful incubator in the process of growth and dev- 
elopment.”*' Institutions for mobilizing the internal savings of the back- 
ward countries are recommended. To the extent that over-valued ex- 
changes help the foreign countries buy more of their urgently needed 
capital goods at advantageous rates, they help economic development, 
and prevent inflationary pressures, helping thus, in the long run the 
restoration of international balance. But in the meanwhile, they do pre- 
vent to some extent, the increase of American imports. The dimen- 
sions of this effect are doubtful. Appreciation of the dollar may lead 
to somewhat higher imports, or as Hansen anticipates, may simply de- 
press American prices and not increase imports. 


Epilogue 


It is not proposed to discuss here the workings of the inter- 
national institutions like the I.M.F., the World Bank, the Import- 
Export Bank, or the International Finance Corporation, Food and 
Agricultural Organization, etc. which have been devised to deal, to 
a lesser or greater extent, with this problem. No magic formula 
can probably solve it quickly. 


The world has for the first time found itself in a situation in which 
development without the traditional drudgery, seems to be possible. 
There is a tremendous supply of savings in the U.S.A. and a trem- 
endous demand for these in other areas. This world pattern of an econ- 
omic process is distorted by the existence of national boundaries and 
emotions. Communism developed regions by starving and killing 
countless people over two generations in Russia. Domocracy can do it 
the human way—now—it may not have done it before. The difficulties 
are largely non-economic and not economic in character. 


Some countries have to face austerity, mobilize their savings, push 
through with efficiency their schemes of development, eliminate wast- 
age, perhaps adjust their exchange rates and open up before the in- 


Thid., pp. 186-188. 
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vestor—demestic and foreign—a new horizon of unlimited expansion 
and development in which he can play his role and assure him of his 
legitimate reward. In underdeveloped areas especially, education and 
technical skill have to be spread amongst the masses, so as to utilize 
the tremendous talent now going to waste in the poorer classes. 
America, on the other hand, has to eliminate her red tape around inter- 
national trade, knock out the tariffs, and other restrictive devices, en- 
courage private investment abroad, reduce tax burdens on lower and 
middle classes, taxes which augment the incomes of the big manufac- 
turers and farmers by financing their exports (though most farmers are 
in the low income segment) and, instead adopt a fiscal programme for 
counteracting the depressive effects of increased imports, which bene- 
fit her own underdeveloped areas and under-privileged groups. She has 
to curb the growing monopolistic trends in the economy (which is not 
an easy task) and increase mobility of resources. Governmental lending 
must supplement private lending, especially through international agen- 
cies so as to eliminate distrust. The alternative to progress today is 
distress, strife, and upheaval in the world—not stagntion. 


Whether we can affect the moral, emotional and intellectual 
changes necessary for the growth of new institutional patterns for a 
new world economy is a question one can speculate about but hardly 
answer. The “dearth” of dollars is one of the many symptoms of 
that bigger problem, whether nationalism and other regional loyalties 
are any longer compatible with the conditions for the survival of the 
homo sapiens. 


Berkely, California SHANTI S. TANGRI 


STATE FINANCE CORPORATIONS IN INDIA 


ESTABLISHMENT of special institutions for financing specific economic 
activities is a recent development in various countries. Institutions are 
better suited not only because of their larger resources compared to 
those of individual entrepreneurs, but also because of their equipment 
for appraising various investment projects and hence the potential for 
encouraging more diversified economic activity. - Special institutions 
help further in achieving the above goal in so far as they encourage in- 
vestment activity in specific spheres, with the result that funds are 
more likely to be distributed according to the rules of marginal pro- 
ductivity over various ranges. The discovery of the ‘gaps’ or the 
inadequate availability of funds to certain specific sectors has neces- 
sitated creation of special institutions for financing these sectors. It 
has been found that small businesses experience acute difficulties re- 
garding the availability of funds. The traditional source for raising 
capital—the new issue market—does not work satisfactorily in their 
case. Increasing preference of the public for quoted shares of the est- 
ablished concerns showing stable returns (and the possibility of large 
capital gains) and low liquidity of small firm shares in view of their 
inability to maintain adequate supplies of securities in the market, 
make the new issue of shares by small firms difficult. Institu- 
tionalisation of savings'and the resultant diversion of capital to the 
large concerns has tended to exaggerate the gap. Further, even if a 
small concern has an access to the new issue market, it might have to 
incur very high costs, which may also mean low dividend paying cap- 
acity, and deter investors going for shares of small firms. In a country 
like India, where the flow of savings to the organised capital market is 
very thin, and the services like underwriting or the private placings 
are not developed, it is well nigh impossible for small and medium 
concerns to raise capital through the channels of the new issue 
market. The establishment of state finance corporations augurs well 
for these concerns. 


State finance corporations established under the State Finance 
Corporations Act 1951 have started functioning in the following eleven 
States in India: Andhra, Assam, Bihar, Bombay, Kerala, Madhya 
Pradesh, Madras, Punjab, Rajasthan, U.P. and West Bengal. Two 
corporations, in earstwhile Hyderabad and Saurashtra States, merged 
respectively with the State Corporations in Andhra and Bombay. One 
more corporation was started in Orissa by the end of 1956. 


Corporations have been authorised under Section 25 of the act 
to carry on the business of :— 


(a) Guaranteeing of loans raised by industrial concerns repayable 
within a period of not exceeding 20 years, and floated in the 
public market ; 
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(b) Underwriting of issue of stocks, shares, bonds or debentures 
of industrial concerns ; 


(c) Granting of loans and advances to, or subscribing to deben- 
tures of industrial concerns repayable within a period not ex- 
ceeding 20 years ; 


(c) and to perform the allied services. 


The original act restricted accommodation, only to concerns engag- 
ed in processing or manufacturing of goods. The expression ‘ proces- 
sing” in clause (C) of the original act was not free from ambiguity. In 
practice it was difficult to determine whether a particular activity would 
fall within the meaning of expression. The term now has been defined 
so as to include any art or process for producing, preparing, or mak- 
ing an article by subjecting any material to a manual, chemical, elec- 
trical, mechanical or any other operation. Further, the concerns ‘to 
be engaged in” were also brought in the purview. 


Accommodation is granted to established public or private limit- 
ed companies and private proprietorship or partnership concerns, for 
the purposes of expanding the firm, replacement, renewal, and modern- 
isation of plant and machinery, and to new concerns which have col- 
lected a reasonable amount of capital, but find themselves in short of 
the requisite amount to carry the operations economically. Loans and 
advances are granted only against a security of pledge, mortgage, hypo- 
thecation or assignment of government or other securities, stocks, 
shares or secured debentures, bullion, movable or immovable property, 
or other tangible assets with a margin of 50 per cent. Every loan 
granted has to be guaranteed by the managing agents or the proprietors. 
Though the act prescribes the maximum period of repayment of loan 
at 20 years, most of the corporations have fixed it between 10-12 
years, with repayments starting the next year. The maximum limit for 
loans is 10 per cent of the issue capital of the corporations or Rs. 10 
lakhs and the minimum limit varies from Rs. 10,000 to Rs. 1 lakh. 
The interest rates charged by the corporations range between 6 to 74 
per cent, with a rebate of 4 per cent in case of a few corporations for 
regular repayments. Actual costs of loans should approximate at 10 
per cent, when costs of mortgage deeds, stamp and registration charges, 
charges for valuation of assets and inspection of titles are included. 


Total resources of the eleven corporations in the form of issued 
capital come to Rs. 12.28 crores. Excluding Madras Industrial In- 
vestment Corporation, the issued capital comes to Rs. 10.50 crores, sub- 
scribed by the State Governments, the Reserve Bank of India, the Fin- 
ancial institutions, and the public to the extent of Rs. 4.63, 1.71, 3.57 
and .59 crores respectively. Potential resources of the corporations 
consist of the remaining portion of authorised capital, debentures is- 
sues, and acceptance of fixed deposits. According to the provisions of 
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amended Act the corporations have also been authorised to borrow 
from the Reserve Bank of India.. 


Operations 


Since most of the corporations were started only recently, it would 
be difficult to review their operations. However, a glimpse in their 
working is possible. Statement I. (P. 271) shows how the applications 
were dealt with by the corporations. Total amount of loans sanc- 
tioned as on March 1957 stand at Rs. 11.28 crores. Compared to the 
new capital issues by the large-scale concerns during this period, the 
amount looks quite unimpressive as can be seen below. 


State Finance Corporations Compared With New Capital Issues 


(Amount in crores of Rupees) 


New Capital issues* 


Loans sanctioned by 
the State Finance 
Year Shares Debentures Total Year Corporations 


0.70 
1954 51.39 16.66 68.05 1954-55 2.11 ‘ 
1955 30.68 7.06 34.74 1955-56 4.05 
4.32 


11.28 


* Report on Currency and Finance, 1956-57, p. 161. 


This, however, does not serve as a criterion to assess their work- 
ing. One should study the data indicating the extent of demand for 
funds by small and medium scale industries and the role of the corpora- 
tions in fulfilling it. Some idea can be formed from the difference be- 
tween the amount applied for and the amount sanctioned. Loans sanc- 
tioned as a percentage to applied for ranged between 16 to 72 in 
case of different corporations, average for all corporations (exclud- 
ino Madras) being 32.25. Another indication in this direction is the 
difference between the amount sanctioned and the amount disbursed. 
Amount disbursed ranged between 27 to 81 per cent to the amount 
sanctioned, the percentage of amount disbursed being 56.75 for all cor- 
porations. The differences noted above are the result of a number of 
economic, technical, accounting and legal problems. The demand for 
funds as reflected in the amount applied for may not be genuine, and 
the firms applying for funds may not have proper scheme of expansion. 
If, however, the difference is as much as 68 per cent between the 
amount applied for and the amount sanctioned, some thinking is 
warranted. Legal difficulties such as lack of clear titles and documents 
also have been quite. prominent. 


A study of year-wise trend shows that the amount sanctioned has 
achieved a stable level in case of most of the older corporations like 
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Punjab, Kerala, Bombay, whereas in case of U.P., Rajasthan, Bihar, 
Andhra, Madhya Bharat as well as in an old corporation, West Bengal, 
loans sanctioned increased. Only in case of Assam there is decline in 
1956-57. If the above stability is an indication of the fact that firms 
are satisfied with the present arrangements, it could be said that old 
corporations have done fairly well. This should be expected for other 
corporations also. Of the old corporations, Madras and Kerala cor- 
porations have started accepting fixed deposits from the public while 
the Bombay corporation floated new Capital. 


Statement II. (P. 272) shows the industry-wise loans sanctioned. One 
would note the predominance of, (1) Textile and allied industries, (2) 
Food industries, (3) Engineering and allied industries, and (4) Chem- 
icals and pharmaceuticals industries in the total loans sanctioned. 
Loans sanctioned to these groups ranged from 53 per cent of the total 
for Assam to 90 per cent in case of Andhra. For all the corporations, 
total loans sanctioned to the above groups of industries was 78 per 
cent. Engineering and chemicals industries which are coming up re- 

* cently get 58.75, 53.40 and 49 per cent of loans in West Bengal, Bom- 
bay and U.P. respectively. One would however note with apprehen- 
sion, concentration of loans in a few industries in case of corporations 
like Assam, Andhra and Bihar. Loans sanctioned to tea gardens and 
electricity supply companies by the Assam Corporation respectively 
were Rs. 24.15 and 24.35 lakhs, i.e. 34.3 and 34.6 per cent of the total 
loans. Loans sanctioned by the Bihar Corporation to cold storage 
were Rs. 25 lakhs or 42.6 per cent of the total. Loans sanctioned 
Rs. 43.4 lakhs or 47.6 per cent of the total. In the long run, lack of 
diversification of the loans portfolio (the result of non-diversified in- 

dustrial structure of the region) can be a danger from the view-point 

of the liquidity of the corporations. 


Data regarding sizes of firms getting loans are available for 
Andhra, Assam, Bombay and Kerala. The following table shows 
percentage of loans to various sizes of firms. 


Percentage Loans to Firms according to asset size (Rs. lakhs) 


5 5-20 20 and above 


Andhra (Outstanding) ‘ 27.60 72.40 
Assam (Outstanding) ... 8.67 91.33 — 
Bombay (sanctioned) ... ‘ian 15.5 84.50 
Kerala (outstanding) ... vee ... 85.70 46.50 17.80 


Total 


Except in case of Kérala Corporation, loans sanctioned to small 
firms form a small part of the total. Chief beneficiaries are the 


77.20 3.50 


STATE FINANCE CORPORATIONS 267 


medium scale firms. In light of the above development, Karve Com- 
mittee recommended special small industries departments in the 
corporations. 


Financing Methods 


The corporations are empowered to grant loans and advances, 
underwrite the new issues, and subscribe to the debentures of the in- 
dustrial concerns. Loans are mostly given for fixed capital. It was 
however the experience of most of the corporations that a large por- 
tion of demand for funds were for working capital.‘ Under these cir- 
cumstances, laws relating to the loans were changed, and a formula 
was evolved according toe which 25 per cent of the amount lent was to 
be considered for working capital. Even the recent pilot schemes in- 
itiated by the State Bank of India contain that, (1) short-term loans 
against readily marketable raw materials and finished goods will be 
provided by the State Bank, (2) and short-term loans not covered by 
the above will be entertained by the State Finance Corporations. One 
wonders whether financing against readily marketable raw materials is 
a step further in the direction and whether the demand for working 
capital with the state finance corporations will decline. Normal channels 
for working capital financing are the commercial banks and the 
reliance on state finance corporations may not be the most effi- 
cient system. Consider a case of a firm contemplating large ex- 
pansion and needing more of fixed as well as working capital 
simultaneously. State finance corporations’ mortgage financing 
in fact may prove a hitch in getting sufficient working capital. The 
ICFC in Britain faced a similar problem, ic. “If we lend you 
money to build a new factory or to buy new machinery, 
you will certainly require additional working capital to finance the in- 
creased turnover that will result from acquisition of the assets. The 
natural person to supply you with the working capital is your banker, 
but it does not seem likely that your banker will lend you anything 
if we have taken charge of all these assets of the company”.? The 
course open to ICFC was to prepare ‘sandwiches’ wherein floating 
capital was left free for a loan from the commercial banks. The pro- 
blem becomes more complicated when normal banking channels do not 
finance sufficient working capital as is the complaint in India. Even the 
bias of the commercial banks against mortgaging, as in case of Assam, 
where tea gardens do not approach the corporation with the fear that 
commercial banks may curtail financing under normal hypothecation 


Ref. (1) Annual Report of the Industrial Cooperatives and Village In- 
dustries, Bombay State, 1953-54, p. 8 ; 
(2) Saurashtra State Finance Corporation Report, 1954-55, p. 8 ; 
(8) Assam State Finance Corporation Report, 1954-55, pp. 9-10; 
1956-57, pp. 14-15; 
{4) U.P. State Finance Corporation Report, 1955-56, p. 8 ; 
(5) Hyderabad State Finance Corporation, Speech of the Chairman at 
the Second Annual General Meeting, 31st March, 1956. 
2 Lawrie, J. H., “* ICFC at work,” Banker, 1946. 
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channels,’ may work adversely. Better course seems to be to leave 
working capital financing to commercial banks, by expanding the area 
of their operations by devising new techniques, over and above the 
present hypothecation system.* 


Perhaps a solution of the above difficulty can be brought about, 
by provision of equity capital, which the SFCS are not empowered to 
provide. Since medium size firms are chief borrowers from State Fin- 
ance Corporations, and since the maximum loan limit is Rs. 10 lakhs, 
a single loan can permit 50-100 per cent expansion. It is only when a 
firm of an approximate asset size of Rs. 10 lakhs plans 100 per cent 
expansion, the above difficulties may enter in. In such circumstances 
subscription to the equity capital of the firm might be more desirable. 
However, small and medium firms are known to resent any form of 
control or dilution of ownership and a solution may be sought in sub- 
scribing to redeemable or irredeemable preference shares. The ICFC’s 
portfolio distribution as on March 1953 shows that of its total financ- 
ing, 41 per cent were secured loans, 22 per cent were unsecured loans, 
29 per cent were preference shares, and 8 per cent were ordinary 
shares.” The present provision for underwriting may prove futile, 
since new issues of these firms cannot be resold and the above solution 
seems superior. Nor can debenture financing be very much relied upon. 


At present, repayments start the very next year of the loan. If 
as under the new law, the new concerns which are yet to start produc- 
tion are brought in the purview, repayments can be decided more 
rationally, confirming to their gestation period. 


Demarcation of Spheres 


It has also become necessary to demarcate the spheres of various 
small business financing agencies. At present a rough demarca- 
tion is envisaged as follows: (1) Relatively small loans pertain- 
ing to village and small-scale industries will be continued to be 
granted by the State governments, under the State aid to industries 
acts. (2) Short-term loans against the security of readily marketable raw 
material and finished products to be provided by the State Bank and 
co-operative credit agencies ; (3) short-term loans not covered by (2) 
and medium and long-term loans to be granted by SFC’s. (4) loans 
above Rs. 10 lakhs to be entertained by the Industrial Finance Cor- 
poration of India. The nature of demarcation involves (a) SFC's 
vis-a-vis IFC (b) SFC’s vis-a-vis government departments ; and (c) SFC’s 
vis-a-vis commercial banks. 


The demarcation of the sphere between IFC and SFC’s by the 
size-category of loans has proved quite appropriate. By and large one 


* Assam State Finance Corporation Report, 1954-55, pp. 9-10. 

* See My article: “commercial banks and finance for Small Industries in 
India”. Journal of Indian Institute of Bankers. October 1957. 

R. Frost, Macmillan Gap, 1951-53," Ozford Economic Papers, 1954. 
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would not expect a small or medium firm, planning a very big expan- 
sion and approaching IFC, or a large firm needing a small loan— 
unless it is in difficulties—approaching SFC. The experience has shown 
that size of loan criteria coincides with that of size of firms criteria. 


Fixed capital financing is undertaken by State Government depart- 
ments also, under the state aid to industries act. Recently by a memo 
dated 4th June 1955, the ministry of Commerce and Industries stated 
that it would be prepared to place funds at the disposal of State Gov- 
ernments to enable them to make loans to small industries at low (near 
subsidised) interest rate of 3 per cent for individual firms and 24 per 
cent for co-operatives, for both fixed as well as working capital. Re- 
quirements of margin for security were also reduced from 50 to 25 
per cent. This kind of competition was resented by a few corporations. 
The Andhra State Finance Corporation raised its minimum limit from 
Rs. 20,000 to Rs. 1 lakh (with a provision for entertaining applica- 
tions upto Rs. 20,000 in exceptional circumstances) and the Assam 
corporation revised its decision to fix its minimum limit at Rs. 20,000 
instead of Rs. 10,000 in view of the passing of Assam State aid to 
industries act 1955.° Later on, the actual screening of the applications 
and the agency work was entrusted to the corporations on a commission 
basis, though funds were provided by the Government. This step has 
enlarged the degree of competition between the two agencies. Entrust- 
ing of the scrutiny of applications to the SFC’s has lent an aroma of 
business financing to the scheme. The problem however is not one of 
subsidised interest rates but that of availability of funds and the SFC 
can undertake more of small industry financing strictly on business 
lines. There is therefore a need for a clear demarcation of the spheres 
of financing for these two agencies. 


Another issue is whether the commercial banks should enter the 
medium term credit market. Since commercial banks are not equipped 
with evaluation departments for long or medium term credit proposals, 
one would hesitate to recommend such a course. However, in view 
of the urgency of the need for developing medium term credit for spe- 
cific credit situations like modernisation or minor expansions and for 
small loans, entry of commercial banks could be welcome. In India, 
the real problem would be that augmenting the resource base of the 
banking system which to some extent can be solved by the rediscounting 
with the Reserve Bank of India. It has been found that SFC’s have 
helped medium industries only, and the small industries are likely to 
benefit by the entry of commercial banks in this sphere. More co- 
ordinated policy for the two agencies should be envisaged. 


Bombay C. K. Shah. 


* Andhra State Finance Corporation Report, 1954-55, p. 5. 
Hyderabad State Finance Corporation Report, 1955-56, p. 4. 
Rajasthan State Finance Corporation Report, 1956-57, p. 3. 
Assam State Finance Corporation Report, 1955-56, p. 8. 

Saurashtra State Finance Corporation Report, 1955-56, p. 3. 
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ALL THIS —AND SOCIOLOGY, TOO! 


Myrdal on ‘ Underdeveloped Regions ’ 


Pror. GUNNAR Myrpat is no stranger either to ‘ Economic Theory” or 
to ‘Underdeveloped Regions’. And so it is good to have him speak 
—or more accurately, speak out !—on the role of economic theory in 
underdeveloped regions or countries. 


Fundamentally, this little book deals with approaches, not with 
analysis ; with perspectives, not with problems. It deals with the de- 
sign of the new edifice it seeks to erect, and not with the bricks and 
mortar needed to build it. This is to be left to the young economists 
of the developing countries of the world. 


The book has three inter-related aspects—the methodological, the 
analytical and the philosophical. On the methodological level, it insists 
that not only are the existing tools of economic thinking in the advanc- 
ed countries inapplicable to the theory of economic growth in the 
underdeveloped countries, but that the right and realistic approach is 
to treat economics not as an isolated science but as an integral part of 
the wide science of society. Only by such an integrated sociological 
treatment will these underdeveloped countries unravel the true com- 
plexities of economic growth, its dynamism and its determinants. 


On the analytical level, the book argues that the chase after * equili- 
brium’ based on the laws of demand and supply must be abandoned 
in favour of the mechanism of circular and cumulative causation. It 
is this mechanism, which treated not in the narrow economic static 
setting but in the broad social dynamic setting, explains to us what is 
perhaps the most conspicuous fact of the modern world, namely the 
wide and widening gaps in the standards of living in the advanced 
countries and those (if any !) in the underdeveloped countries. 


On the philosophical level, the book contends that the theory that 
‘equilibrium is just equilibrium’ is a piece of specious sophistry, the 
real beneficiaries of which have been advanced countries and the real 
victims of which have been the underdeveloped countries. In a so- 
ciety, pledged to the achievement of certain social goals particularly 
the goal of equality, equilibrium can never be just an equilibrium. 
There must be in this social quest ample room for ethical sincerity, but 
there should be no room for ethical neutrality. Besides, the ‘ equili- 
brium” propounded by Western economists was in reality very far 
from being ‘ethically neutral’, which is what they imagined it to’ be. 


A review of Gunnar Myrdal’s ‘ Economic Theory and Under-developed 
Regions’. Published by Gerald Duckworth & Co. Ltd., London, W.C.2. 1957. 
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It was based on the one hand on the prejudices, predilections and pre- 
mises of Western countries and was based on the other hand on a 
very convenient ignorance of the real situation in the underdeveloped 
countries. Further, in no part of the literature of Western economics 
is this silent and subtle self-deception so conspicuous as in its analysis 
of the inter-relations between the foreign trade and economic develop- 
ment of the peripheral, primary-producing countries. 


The final impression that this book leaves is its clarion-call to the 
young economists of the developing countries to free themselves from 
the fetters of Western economic thinking, which by and large was gear- 
ed internally to capitalism and externally to colonialism. Both these 
systems are anathema to the developing countries, and if only for this 
they must forge out new frameworks of economic thought appropriate 
to their own needs, resources, and systems. But the sine qua non of 
their intellectual endeavours in this field must begin with the major 
premise, that the key to economic phenomena lie, particularly in an 
underdeveloped economy, not in pure economic theory isolating these 
phenomena from reality by abstract analysis but in an integrated so- 
ciological approach. The real distinction to be made in the diagnoses 
of economic phenomena is not—repeat, NOT—between the economic 
and the non-economic factors, but between the ‘irrelevant’, the ‘ less 
relevant’ and the ‘ more relevant’ forces at work. As the non-econo- 
omic factors are connected, causally in some cases but correlatively in 
most cases, with the economic factors, the distinction between the 
‘economic’ and the ‘non-economic’ factors is not only supremely 
illogical but absurdly misleading. The young economists of the dev- 
eloping countries must not fall prey to this Original Sin of the Anglo- 
Saxon economic theory, otherwise they will miss the crucially opera- 
tive variables in the economic system. If economic science in their 
hands is to be something more than an intellectual training and is real- 
ly to benefit their countries, it must be integrated into the broad and 
dynamic science sociology. 


I find myself so much in agreement with most of the statements 
and contentions made by Myrdal that I would urge the reader to take 
most of the comments I now make not as criticisms but as doubts and 
difficulties which I see in his approach. In a sense, many of the pro- 
blems raised by this provocative little book are problems not merely of 
economics but of the entire role of science in society. The varied 
ramifications of this proposition are beyond the scope of this review. 


Among the important points that call for comments is the role of 
economics as a technique of thinking.“I would have liked Myrdal to 
have elaborated on this aspect for various reasons, particularly as I 
think his attack on Western economic thought is rather overdone. It 
is true that many of its premises and predilections were— and possibly 
are !—based on their own national interests and ideals. It is also true 
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that Western economists failed to evolve a theory (or theories) appro- 
priate to the solution of economic ills in the underdeveloped countries, 
most of which were ruled by their own countries. Ironically enough— 
ironical at least in light of Myrdal’s thesis that economics must be gen- 
eralised as a social science—the few Western economists who did turn 
their attention to the economics of underdeveloped countries almost 
invariably ended up their line of reasoning by saying that in the actual 
socio-economic context of underdeveloped economies, there was in fact 
very little that economic theory by itself could do, and that unless the 
underdeveloped nationalities changed their entire way of thinking and 
‘living—giving up their intense religiousity, their caste-systems, their 
passion for gold-hoarding—no amount of economic theory could help 
and no degree of economic growth could take place. In other words, 
Gunnar, Myrdal would himself be surprised at the amount of agree- 
ment he would secure—at any rate in theory—from a number of 
Western economists that the real and relevant approach to economics 
in the underdeveloped countries lies not in economic theory or even 
in economic policy alone, but in the entire realm of sociological 
thinking. 


However, I fail to see what it was which on the purely intellectual 
level prevented the economists of the underdeveloped countries from 
annexing many of the tools of Western economic theory to the evolu- 
tion of their own theory of economic development. The way in which 
Prebisch in South America, and Vakil and, Brahmananda in their re- 
cent works, have used, mutatis mutandis, a number of concepts from 
the armoury of Western economic thought shows the immense possib- 
ility that exists in this field—and also the immense opportunities that 
economists of the underdeveloped countries have missed over the last 
four or five decades. 


Moreover, the finest economic minds of the Anglo-Saxon world 
have never, to my knowledge, insisted that in their theories lie the 
key to all solutions. With the possible exception of Jacob Viner, many 
of them would most willingly and eloquently join with Myrdal in 
stressing that economic theory has no universal remedy. At best, there 
exists a ready set of tools to apply, but these tools are not valid or 
useful for all times and in all cases. It is in fact the economic genius 
of each age that it will find the tool most appropriate to its own econo- 
mic objectives and its own social goals. Thus Keynes’ ‘ General 
Theory’ (now a classic more to be quoted than read!) was general 
not in the sense of time or space ; he would probably be the first to 
disclaim this infallibility. Keynes’ General Theory was general in the 
sense that it integrated the otherwise disintegrated theories of money, 
of employment and of output. It provided a method of economic 
policy to combat the gravest ill of the decades in which Keynes lived. 
This does not mean that the tools of Keynesian thinking cannot be 
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applied in a ‘non-depression economy’ or possibly even in an under- 
developed economy; only, it does mean that Keynesian theory is 
certainly not a remedy for every situation, even in an advanced country. 


Very wisely, then, did Keynes define the true goal of economics as 
not that of giving us—God forbid!—a body of settled conclusions, but 
that of furnishing us with an apparatus of mind, with a technique of 
thinking. It is possible—in fact, I think it is certain—that one very 
important reason why nearly all underdeveloped countries have not 
produced economists of the rank and calibre of the great Western 
economists lies in the fact that these countries have not approached, 
or have not been made to approach, the science of economics in this 
manner. The result is we have produced at our best brilliant commen- 
tators on Ricardo, Marx, Wicksell, Marshall, Keynes or Hicks; we 
have not produced any one of their stature. 


Quite frankly, the state of economic theory in most underdevelop- 
ed countries is as depressed as the state of their national economy. 
Gunnar Myrdal, who shares for our set of countries a deep and intel- 
ligent sympathy (may his tribe increase !), could not have given us a 
clarion-call a day too soon. But we must recognise that the causes of 
our infirmities lie within us, and my fear is that in the present atmo- 
sphere of hysterical nationalism in which most underdeveloped coun- 
tries live, Myrdal’s thesis will soon be used by the unthinking as an- 
other bomb to fling at ‘the Western imperialist.’ Of course, to be fair 
to Myrdal, he makes it more than clear that the steep, upward path 
which he plots out for the young economists of underdeveloped coun- 
tries is something which the latter themselves will have to achieve. 
All the same, I am afraid that his rather harsh, and at times even im- 
patient, criticism of Western economic theory will be made use of by 
the spokesmen of the developing countries, whereas his appeal to the 
youth of these countries to do some intellectual hard-work for and by 
themselves will be paid lip-service only. 


Shakespeare tells us that the prosperity of a jest 
“lies in the ear 


Of him that hears it, never in the tongue 
Of him that makes it”. 


The gift of utilising the tools of economics lies in those who are 
aught economics ; perhaps, not in those who teach economics. 


Till the outbreak of the Second World War, a sharp cleavage 
was observable in the teaching and formulation of economics on 
the European continent and that in Great Britain. On the 
continent, for one reason or the other, and particularly in 
Germany, the concept of economics as an intellectual discipline 
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to be differentiated from the other social sciences was never too 
popular. Such a concept not only carried with it a sense of static im- 
mobility and of unpermissible compartmentalisation, but it also smack- 
ed of ‘Manchesterdom’ which was not too happy to see the late-- 
comers to economic growth in Europe, particularly Germany, develop 
fully and competitively. In Great Britain, however, with a developing 
middle class fairly well in the saddle and the only really pressing 
problem of unemployment being treated as an Act of God, economic 
science took a more academic and gymnastic turn. Of course, to abid- 
ing good sense never made British economics arid even when it made it 
academic, and Alfred Marshall was an excellent specimen of this trend 


In those colonial countries where British influence predominat- 
ed, Anglo-Saxon terms and terminology soon became part and parcei 
of the mental furniture of the rising intelligentsia coming speciall; 
from the middle classes. But the economic interests of these rising 
middle classes, themselves ironically often the product of Western 
commercialism and ‘ joint-stockism’, were for the greater part oppos- 
ed to the colonial interests. Some interesting and important results 
followed. Firstly, the greater part of the intellectual energy of the 
rising middle classes in the colonial countries was spent in severe con- 
troversies with their British rulers. In fact, a very good history of 
Indian economic thought in the six decades preceding 1947 could be 
written in terms of Great Controversies—the Economic Drain contro- 
versy began by Naoroji and continued with vehemence thereafter ; 
the Inflation controversy just before the First World War ; the Protec- 
tion controversies all throughout the inter-war period ; the exchange- 
parity controversy during the depression ; and so on. 


Secondly, in these controversies, most of the tools used by 
nationalist economists used to be ‘made in England’. In a sense, the 
paradox held true that the young economists of India, often trained 
in England and in particular at the London School of Economics, 
were hoisting the British economic interests in India by their own 
petard of British economic tools. Thirdly, it came to be taken as ob- 
vious that British economic theory was orientated towards preserv- 
ing and promoting British interests all over the world. Myrdal’s appeal 
to the underdeveloped countries to note that Western economic theory 
is built for its own purpose is at least sixty years old as far as India 
is concerned. 


The end-result of all this was that British economic theory not 
only served the British economic interests but it also supplied to the 
critics of these British economic interests a regular armoury of con- 
ceptual weapons. If in the field of the struggle for national independ- 
ence, the paradox was witnessed that Indian nationalist proudly recit- 
ed the freedom-breathing poems of Shakespeare, Milton, Wordsworth. 
Shelley and Byron against their British rulers, in the economic field 
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it was not seldom that the tools of Ricardo, Mill and Marshall were 
marshalled against the British colonial interests. This is a service 
which British economic thinking has rendered in its perverse and para- 
doxical way to the winning of India’s independence ; let is not fail to 
recognise it. 


The truth yet remains that despite years of Anglo-Saxon economic 
education, we in the underdeveloped countries have failed in the main 
and in the large to evolve a theory or a set of theories appropriate to 
our own economic set-ups or to the economic systems we desire. On 
the other hand, escape from the Anglo-Saxon economics has often been 
followed by a plunge into the fire and fury of Marxian dialectics, 
and even here no Hilferdings or Luxembergs have emerged. Alterna- 
tively, there has been a sublimation into a vague and wooly senti- 
mentalism masquerading as economic doctrine with its fanciful tit-bits 
of hero-worship, political chauvinism and technical jargon. Often 
therefore, what has emerged is not a system built upon a fruitful inter- 
play of theory and empiricism, but some sort of a doctrine with the 
tag of an “——ism” attached to it. 


Further, the economic conditions of those who are called to teach 
economics is itself a matter of grave consideration. Most of these econ- 
omics teachers are doled out such poor salaries that they have to worry 
more about their own economy than the economy of their country ; the 
latter is not seldom—happily not always—taken care of by a recital 
year in and year out of certain notes prepared by these poor teachers 
in the early years of their academic career. 


But apart from the important material conditions of economic 
education, even the purely theoretical foundations need to be built 
anew. This would be an imperative in any case. But if we accept with 
Myrdal that the true approach to economics is sociological, then our 
worries about the proper intellectual foundations of our economic 
education are mutliplied even more. I would insist with all the em- 
phasis at my command that the student of economics must make sure 
in the initial stages of his economic education that he has well master- 
ed the tools of economics. Only when this is done must he proceed 
to take the plunge into the vast and vastly complicated arena of so- 
ciology. Unless this is done, what we shall get is a student neither 
here nor there, not a good economist and possibly a very bad 
sociologist. 


I shall soon argue that we must admit with Gunnar Myrdal that 
the sociological approach to economic science is the only one that 
will give as close an approximation as is humanly possible to the vast 
chain of variables that operate in the actual economic world and their 
inter-relationships. But this approach has its difficulties and dangers, 
and the one way of keeping these difficulties to the bare minimum is 
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to lay the proper intellectual foundations of the economic student. In 
my terminology, I would call the sociological study and testing of econ- 
omics the tertiary stage of economic education. What then are the 
primary and secondary stages of economic education ? 


The primary stage of economic education corresponds to the lay- 
ing of the foundation-stone in the erection of an edifice. It is the stage 
of understanding the existing tools of economics; it is the stage of 
mental build-up, the formation of ideas and their lucid and logical 
presentation. The thinking of ideas, and not the acquisition of facts, 
should at this stage be the main endeavour. For facts can be amassed 
from journal, books and encyclopedias, but seldom ideas. Moreover, 
the young student is too uninformed and immature to be called upon 
to deliver judgements and form conclusion at this stage. At this stage, 
he must learn to learn; he must first grasp clearly the tools present- 
ed ; he must learn to be inquisitive and to examine the various aspects 
of a given problem from different angles. This is not for him the period 
of research, still less of innovation; this is for him the _period of 
patient listening, skillful classification and above all of the cultivation 
of the temper of objectivity. In short, this is the fertilising period 
when it should be dinned into the ears of the students that economic 
science does not furnish us with a body of settled conclusions, but that 
it furnishes, us with ‘an apparatus of the mind, the technique of 
thinking 


The primary stage is the stage of understanding the tools of econo- 
omic science and of using economics as a method of self-education ; 
now comes the secondary stage—that of applying these tools to con- 
crete cases and of using economics as a method of scientific inquiry. 
‘Facts’ must now be put before them, and their interpretations or re- 
interpretations invited. * Test-cases’ or ‘ Live Problems’ should be put 
up ; the student must be asked what tools he will use for the purpose 
of unravelling the complications of a given situation very much in the 
manner of a law student being asked which section of which Act will 
apply in a given case and with which other section or Act will it clash. 
The causal or correlative connection between the various factors will 
then be diagnosed, and the indispensability of statistical methods thus 
brought out. The aim of this second stage of economic education is to 
make the student learn to test the adequacy and applicability of the 
tools of economics he learnt in the first stage. Already, he will have 
begun to be discontent with the logicality or vitality of certain con- 
cepts or theories he previously learnt; he will enjoy the intellectual 
thrills of doubts and discontents. In the building-up of a scientific 
frame of mind, unlearning is as important a tonic as learning—parti- 
cularly if that unlearning is done by one’s own self. 


And so on to the third stage—the stage which Myrdal beckons us 
on to, the stage of integrating economics into ‘ The Social Framework ’ 
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(the phrase is Hicks’) and of using it as a weapon of social policy. 
Anglo-Saxon theory even though it has amazing practical achievements 
to its credit has this third stage as an important lacuna in its treasury ; 
but underdeveloped countries must train up their economists to go on 
to this third stage. 


The fact that over a substantial sphere of society, the chain of 
economic causation is almost never purely economic confronts the 
modern economist in general but the student of economic growth in 
particular with what is easily the most exasperating dilemma. In two 
of the most vital zones of economic activity and inquiry, namely capi- 
tal-formation and population-growth, we are almost absolutely at the 
mercy of non-economic specialists. We know that an intimate con- 
nection of the profoundest significance exists between the rate of change 
in real incomes and the rate of change of population (the income- 
elasticity of population growth) ; we know, too, that this elasticity has 
been fairly low in all industrialised or industrialising countries. Here 
we run straight into the entire sociology of industrialisation—the 
higher incomes it brings, the change in mental attitudes it induces, 
the acquisitive society it encourages, the change in saving-income 
ratio it creates or calls for, etc., etc. 


Again, take Capital-formation, the Goddess of all developing coun- 
tries ; how many are the poor nations who would like to know what 
it is that makes this Goddess shower her smiles on them. And yet, 
it is true, as we are told, that there are at least a hundred determin- 
ants of capital-formation. But the pity of it, Iago, the pity of it, of 
these hundred and more determinants of capital-formation, possibly 
not more than a score are purely economical and strictly within the 
perview of the economic scientist. The great majority of these deter- 
minants will themselves represent a complex Gordian knot compound- 
ed of social, cultural, legal, economic, geographical, political, reli- 
gious, demographical factors operating over a period of history. No 
economic Alexander will by himself be able to cut this Gordian knot. 


The economist as an economist, no matter how respectable his kit 
of economic tools may be, is virtually stranded in a forest of socio- 
logical forces. Even when he is batting on his own pitch, to use the 
cricketer’s parlance, he is not sure of his ground ; is it not true even 
today that when six economists meet there emerge seven different views, 
two of them Keynesian ? This is bad enough, but the worst is yet to 
come. If economic and non-economic forces are continuously inter- 
twining themselves into the social fabric, then it follows that the more 
and more the student of economics sharpens his isolated tools of econ- 
omic science, the more and more arid and academic becomes his an- 
alysis. In short, the better the pure economist he becomes the worse 
the real economist he is likely to be. 
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This crucial difficulty becomes all the more threatening because 
in most underdeveloped countries where political development has 
given place to, and is largely determined by, planned economic move- 
ments, the economists are coming to be increasingly looked upon as 
the counterpart of the Witch-doctors of the African villages, who are 
expected to have some remedy or the other ready for any situation. 
Further, the ever increasing responsibilities that economists are assum- 
ing as administrators of economic policy, especially in the planned 
economies, throws upon them not only the responsibility of spotting 
out the correct variables and suggesting the right policies but also in 
a large measure the responsibility of seeing these policies implement- 
ed. Since the actual task of implementation involves the subjection of 
economic targets and tools to a large and largely uncontrollable and 
unpredictable gamut of social forces and human factors, the econ- 
omists as economists must have as wide a knowledge of, and as great 
a command, as possible over these seemingly non-economic forces. 
The conclusion becomes forced on us that a training in sociology is 
not a luxury but almost a cold-blooded necessity in the mental equip- 
ment with which the modern economist must be armed. 


This is not to say that this task of equipping our modern econo- 
mists with a knowledge of social forces at large is free from diffi- 
culties or dangers. Not the least of these difficulties is the lack of 
time, which is likely to confront the economics student in his pursuit 
of sociological knowledge. As it is, economics is advancing today at 
such a rapid pace with such a marked degree of compartmental- 
isation within its own boundaries that it is difficult for all but the 
very intelligent and industrious student to cope with this mighty mount- 
ing tide of specialisation. Having difficulty in coping with the tide in 
his own stream, are we not asking our student to struggle with the 
current in the wide ocean of sociology ? 


Further, apart from the lack of time there is the limitation aris- 
ing from lack of talent. It is grand to have a balanced mind matured 
with the discipline of different sciences ; it is a consummation devou- 
tedly to be desired. But all are not born John Maynard Keynes’ or 
Freiderich Hayeks or Gunnar Myrdals. The great majority of man- 
kind wisely realise their limitations, and blissfully quote the maxim : 
Jack of all trades, master of none. 


Moreover, even those who have by the grace of their genius and 
by the inspiration of their perspiration come to have a fairly good com- 
mand over the different social sciences are often found to be attacked 
by a specialist in these sciences as being ‘ superficial’. This is not sur- 
prising : the more and more one knows a particular subject, the less 
and less is one bold to make generalisations. Broad statements are 
taken to be the outcome not of broad but of narrow minds. Over- 
simplifications come to be detested, even though they may be tolerated 
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for the sake of exposition. Our genius has to be really more than ex- 
traordinarily brilliant to escape this criticism ; till now, our Hegels, 
Marxes, Spenglers and Toynbees have not escaped this fire! Also, 
there is little doubt that the sociological approach to economics will 
multiply by several times the area of uncertainty both in the arriving 
of conclusions and in the recommendation of policies. As it is, even 
when we restrict ourselves to economics proper, it is only after we have 
made a number of qualifications in the form of conditional clauses 
that we can venture to express a particular conclusion. The difficulty 
of tracing the exact chain of causation is now threatening to become 
chronic in any economic problem involving a time-sequence ; the de- 
bate whether the hen comes first or the egg is today more appropriate 
to economic science than possibily anywhere else, and is nowhere bet- 
ter illustrated than by the plethora of circles we are inventing to des- 
cribe any particular sequence in the theory and practise of economic 
growth. 


But by how much more will this already large area of uncertainty 
multiply itself when we move into the arena of sociology ? For now 
we move from the realm of the relatively measurable to that of the 
absolutely unmeasurable ; from the sphere of relatively few variables 
to that of several, often unrelated, variables; and from the orbit of 
relative objectivity to that of fairly high subjectivity. The result will 
be quite paradoxical. In the very hope of arriving at as close an 
approximation as possible to the actual situation, the economist ap- 
proaching this situation from the sociological angle will find himself 
on the horns of a dilemma. At one extreme, he will lead his readers 
and himself through a long chain of partially correlated sequences from 
a variety of social sciences ; and at the other extreme, he will find it 
necessary to make a score of qualifications for almost every single 
conclusion he reaches. 


Further, the economist gua economist will also find himself don- 
ning the mantle of a social reformer in order to push and pursue his 
economic goals and calculations through the gamut of social opera- 
tion. For example, an economist of a developing area or country may 
sincerely conclude that the spirit of religiosity prevailing in his area 
or country is extremely inimical to the dynamism of economic growth. 
The religious temper may weaken economic motivations and drives ; 
and the wealth of the area may go more into the gold and silver of 
the temples than in the creation or acceleration of the rate of capital 
formation. Is our sociological economist then to crusade against this 
religious temper or to change its content ? To answer this ‘question, 
we shall have to answer a score of other questions, on which there is 
not and possibly will not ever be any unanimity. The economist as 
economist may have reached a very useful conclusion in establishing 
the impediment to economic growth of the religious temper of the 
people, but how far it is wise and permissible for him to plead against 
this religious temper on this ground ? 
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Finally, I should like to add a danger seemingly not apparent 
but in reality quite inherent in the situation. An integrative approach 
has a pernicious tendency to degenerate into a totalitarian approach. 
The executive mind dressed in all the panoply of bureacratic power 
and fervid in its quest for the achievement of the targets set soon 
tries to extend its control and authority to as many variables as pos- 
sible. One thing leads to another; and one control necessitates an- 
other. The temptation may become overwhelming in those states 
where democracy is in the infantile stage to try to alter and bend the 
human variables themselves, where these are revealed by study to be 
inimical to the achievement of the exalted targets. There is a frighten- 
ing degree of truth in the assertion of Karl Popper in his * The Open 
Society and its Enemies’ that total social planning as opposed to piece- 
meal social engineering has an inherent tendency towards tétalitarian- - 
ism. The passion for integrated knowledge must not degenerate into a 
passion for mastering the entire social situation. 


Having listed this series of difficulties and dangers in the socio- 
logical approach to economics, I would still agree with Myrdal that 
it is the only profitable line of economic research, especially in an 
underdeveloped country where economic causation is seve-ely limited 
by a mass of non-economic forces. 


So far as the analytical aspect of this admirable book is concern- 
ed, the treatment of the role of the circular and cumulative causation 
is vividly argued and beautifully illustrated by the *‘ Negro Problem’ 
in the United States. In Myrdal’s depiction of this mechanism, we 
have a forceful reminder of a number of truths we should have heed- 
ed long ago. Firstly, it stresses that economic phenomena are the out- 
come not merely of economic but also non-economic factors. Secondly, 
it shows—rather convincingly—that the static approach has an inherent 
tendency not only for partial analysis instead of the general one neces- 
sary, but also for conservatism. For continuous preoccupation with 
‘What is’ leads one into the * What is, is right” mentality. Thirdly, 
Myrdal’s treatment well illustrates the continuous inter-action between 
beliefs and ‘facts’ in a society over a certain time-period. Beliefs in 
society are as potent as facts, which they themelves produce even if 
these facts were not strictly warranted by actual operative factors. 


Further, it is Myrdal’s contention that social dynamism has a 
snow-balling character. Nothing succeeds like success; and nothing 
fails like failure. There are the happy ‘ Spread-effects’” at the one end ; 
and there are the unfortunate ‘ Back-wash effects’ at the other end. 
This explains the East End and the West End of every city ; this also 
explains the prosperity of the West and the poverty of the East in- 
sofar as this situation is the outcome of the impact of international 
trade on economic development. This latter conclusion, though cap- 
able of being buttressed by the theory of Raul Prebisch, is not fully 
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inferable from Myrdal’s own theorems ; it in fact appears as an over- 
simplification of a vast panorama of historical forces. Further, it 
leaves us unanswered its Opposition to the Marxian or the Toynbean 
schemes. Why does not action produce its own reaction; why does 
not Challenge bring forth a fresh Stimulus? Why did the under- 
developed countries not throw up a challenge to the advanced 
countries whilst suffering the * back-wash effects’ ? 


The extent to which this little book has provoked me can be taken 
as a fair measure of the respect I have for it. It is a little book, more 
of a dynamite than a dynamo, and hence badly needed by under- 
developed countries as they stand on the threshold of their economic 
revolutions. We need men of the stature and sympathy of Gunnar 
Myrdal to provoke us and to inspire us. 


Bombay Frepie A. MEHTA 
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Agriculture and Industry—Relative Income. By J. R. BELLERBy, 
(London : Macmillan & Co. Ltd., 1956, pp-369, 30s. net). 


To establish facts regarding the income ratio between agriculture and 
industry has been the main aim of the contributors to this volume. 
The study covers five countries—the United Kingdom, Canada, Nether- 
lands, Sweden and Eire—together with fifteen others in less detafl in- 
cluding India. The appraisal is by J. R. Bellerby who gives reasons for 
the fundamental causes of the disparity between farm and non-farm 
incomes. Discussing the prospect for the long-term future in the ab- 
sence of public measures, he suggests certain principles for guidance in 
preventing a renewed world-wide collapse of farm income. 


Apart from the inherent interest in the relationship between agri- 
cultural and non-agricultural incomes that students of agricultural eco- 
nomics evence because of the clue these income differentials provide to 
differences in levels of efficiency and welfare, there is another import- 
ant reason why this ratio assumes additional significance ; and that is 
its utility as an instrument of policy. Most Governments are concerned 
with the problem posed by Ojala: “Should the size of the World’s 
agriculture be increased ? If so, where and how?” When any plan- 
ning authority has reached a decision on the optimum size of agri- 
culture it must determine what income ratio between agriculture and 
industry will favour the attainment of the optimum. To this end it is 
necessary to know as much as possible about the independent factors 
currently or potentially affecting the level of the ratio. By undertaking 
research into these factors, therefore, Bellerby and his associates have 
made a valuable contribution to the formulation of plans for agri- 
culture. 


More specifically the study seeks to cover the following 
enquiries : 

(1) What has been historically the average level of the income 
ratio in selected countries ? 


(2) To what extent is it possible to distinguish, and to measure or 
rank in order of importance, the causes of the generally low ratio ? 


(3) Are the various causes likely to survive, unmodified in 
strength ? 


(4) Are there new factors affecting the ratio ? 


(5) What principles should guide public policy whenever it is 
decided arbitrarily to change the ratio ? 
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Enumeration of these questions to which the analysis seeks to pro- 
vide the answers is itself a sufficient indication of both the wide com- 
pass and the importance of the study. 


For purposes of comparison a new tool of analysis has been ad- 
opted, namely, the concept of ‘incentive income’. It is pointed out 
that the suitable basis of comparison is not the total return to the 
farmer for all his functions but the return for human effort and enter- 
prise. The aggregate ‘incentive.income’ of the agriculturists is as- 
certained by estimating the total factor income of agriculture and sub- 
stracting from it agricultural net rent, interest and wages of farm ser- 
vants. The incentive income per man-equivalent is found by dividing 
this residual aggregate by the adjusted number of farmers. The incen- 
tive income ratio is the ratio of this income per man-equivalent in 
agriculture to that in non-farm enterprise calculated on similar lines. 


Analysis of the factual material reveals that in almost every coun- 
try examined the ratio is well below 100. In many countries not 
necessarily at the same stage of development the incentive income in 
agriculture is much less than that in the non-agricultural sector. Only 
in very few countries like Australia and New Zealand a tendency of 
the incentive income in agriculture to equal that in the non-farm sec- 
tor is discernible. In the case of India the ratio is estimated at 70 
per cent in 1931-32 and 54 per cent in 1948-49. Though this general 
trend is only too well-known to students of the subject, these stat- 
istical data drive home the universality of the phenomenon. 


The study then examines the causes of this low income ratio and 
attempts to rank the various causes in omer of their relative import- 
ance. Factors which provide the explanation are : lower retail prices 
in rural areas, lower living expenses, relative skill, attraction of land, 
occupational and social immobility, personal immobility and inertia and 
difficulty of organisation. The importance of these eight factors, of 
course, varies from country to country. 


It is obviously not possible to summarise the other important 
points developed in the volume. However, it is desirable to conclude 
the review with the question : How far the analysis presented here 
is relevent in the context of Indian conditions ? 


Broadly speaking it should be admitted that much of the analysis 
appears to have been developed against the background of comparat- 
ively advanced economies. At extremely low levels of farm incomes, 
such as in India, one wonders whether even the use of the basic con- 
cept of farmer’s incentive income is happy at all. Here it is not so 
much the incentive element but the inevitability element that is im- 
portant. A more precise calculation of farmer’s incentive income strict- 
ly as defined here may itself present many practical difficulties. Then 
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again, in the analysis of causes of low income ratio, one may venture 
to suggest that occupational immobility is so important that other 
causes actually may pale into insignificance. Availability of employ- 
ment opportunities in the non-agricultural sector is certainly a more 
important factor influencing mobility than the present incentive income 
ratio. The remedies suggested for preventing a renewed persistent 
decline in the incentive income ratio, therefore, appear to be hardly 
helpful to us. All this only goes to underline the need for undertaking 
a similar study specially in the context of an underdeveloped economy 
like India. 


Apart from these problems peculiar to us, the book is indeed a 
very valuable addition to literature on the inter-relationship between 
agriculture and industry and therefore deserves the attention of all 
students of economics. 


Bombay N. A. MusJUMDAR 


The Sterling Balances of India. By BIMALENDU Duar, (Calcutta : Nav- 
bharat Publishers, 1956 pp. VI+ 142 Rs. 7. 50). 


Tue first economist in India to draw pointed attention to the abnormal 
growth of sterling balances and its implications for the Indian eco- 
nomy was Prof. C. N. Vakil in his brochure * The Falling Rupee .” Since 
then many books and pamphlets have been written on this subject, 
the most important among them being ‘ Sterling Assets of the Reserve 
Bank of India’ by Prof. B. R. Shenoy. In the book under review the 
author discusses how the sterling debt of the Government was re- 
patriated, the controversy felating to the retirement of sterling bal- 
ances by the U.K. and the agreement leading to the settlement of the 
sterling balances. The author deserves credit for collecting all the 
facts and data and presenting them correctly. The weakness of this 
book, however, lies in the economic analysis attempted. For example 
while discussing the economic effects of Repatriation (p. 54) the author 
States that to the extent that the rupee counterparts were absorbed by 
the public or cancelled by the Government or that ad hoc treasury bills 
issued to the Reserve Bank in connection with the Reserve Bank were 
funded, the effect was disinflationary. The second part of the state- 
ment is wrong. The extraordinarily large export surplus which India 
achieved during the war by supplying goods and services to Allied 
Governments would in any case have resulted in inflationary pressure 
in the economy. 


The Government can utilise the export surplus for retirement of 
its sterling debt but this will have to be matched either by its own 
rupee obligations or currency. To the extent, the Government ex- 
changes its rupee obligations for export surplus with the public it is 
disinflationary as the author correctly points out. To the extent this 
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export surplus is matched not by budgetary surplus but by borrow- 
ings by Government from the Reserve Bank against creation of 
ad hoc treasury bills or long-term Government securities, it is inflation- 
ary. The Funding of the treasury bills i.e. their conversion into long- 
term debt held by the Reserve Bank does not eliminate the inflationary 
pressure generated. 


While discussing Egyptian repatriation of sterling the author says 
that there was no disinvestment for U.K. holders because the sterling 
securities were exchanged for Egyptian securities and maintains that 
there was, of course, in a sense disinvestment of the U.K. holders of 
the Egyptian sterling loans to the extent that the rate of interest offered 
by the Egyptian internal substitute loans was lower than the rate 
pertaining to the sterling loans. He, however, forgets that there can 
be appreciation of the Egyptian Government Securities held by U.K. 
residents. 


In the section on the ‘ genesis of sterling debt of India’ he starts 
from the days of the East India Company and states that by 1892 
the productive portion of the debt already exceeded the deadweight 
debt. Thé increase in the productive debt was mainly due to invest- 
ment in Indian Railways. Not a word is mentioned in this section 
about investment in Indian Railways though he lists the factors lead- 
ing to growth of deadweight debt. 


He classifies those who advocated repudiation of sterling debt into 
three groups and in one group were included those who held that the 
balances should be funded. Can by any stretch of imagination the 
funding of debt be treated on par with repudiation ? But the most 
amusing portion of this book is the first para of the author’s concluding 
remarks “ The balances may grow again. But the next time they may 
not be sterling balances held by India, Pakistan, Egypt, Ceylon and 
others but say, dollar balances or rouble balances or even rupee bal- 
ances held by this, that, or some other group of countries. And the 
same problem as regards the settlement of these balances would arise 
again”. We pray for the day when the rest of the world accumulates 
dollar balances and the U.S. is faced with the problem of settling these 
balances. At this hour India would also welcome the building up of 
rupee balances by U.S.A., Russia, Germany and U.K. 


Bombay M. L. GHOsH 


Plant Location in Theory and in Practice—The Economics of Space. 


By MELVIN L. GREENHUT. (Chapel Hill : the University of North Caro- 
lina Press, pp. xiii+ 338. Price 37.50 or $7.50). 


BROADLY speaking there are three schools of location theories. The 
first is that which considers determinants of location in a com- 
petitive system ; second the one that probes in the location variables 
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in a capitalistic economy ; and third dealing with particularised loca- 
tion problem of each industry in question. The first may appear rather 
naive, but the second has certainly a stronger base. The last one is 
institutional in character, and to that extent, for want of any basic 
assumption it is ephemeral in nature, changing with the rate of institu- 
tional inflexion. 


Explanation of plant location must proceed within the framework 
of economic analysis, in terms of supply and demand, costs and re- 
turns or the principle of substitution. Perhaps from the view-point of 
modern significance the method that attempts to develop a framework 
that includes all possible factors, general and special, in a capitalist 
system is most germane. It is evident that in his theory of maximum 
profit location which includes variable costs and flexible demand, Mr. 
Greenhut evolves a satisfactory partial holistic approach. 


However, in a planned economy, the optimum utilization of scarce 
resources would also be made the basis of locational impulse. Unfor- 
tunately, no attention has been paid to this aspect, despite the fact 
that it embraces some of the crucial points. The scope of this review 
does not permit me to amplify the above remark. 


This skilfully written book contains four parts: The first part 
gives us a brief resume of the existing location theory. The framework 
is purely theoretical, dealing with the cost oriented location theories 
of Thunen, Weber and Hoover, the market area analysis of a firm (loca- 
tional interdependence) which owes its origin to Hotelling and signi- 
ficant contribution to Losch, and the attempt to integrate these two 
independent approaches into a unified system. While attempts at de- 
fining the shape and minimum size of the market area have been 
made, little attention seems to have been given to the problem of maxi- 
mum size. This disregard stems primarily from the fact that mono- 
polistic competition has largely been overlooked. The author applied 
himself to this specific task successfully. However, he has eschewed 
viewing this question of maximum sales radius when “ phantom 
freight ” and its concomitant price discrimination is taken into account. 
Since the absorption in this particular circumstance would be greater 
it is likely to elongate the sales radius provided half the price intercept 
is less than the net mill price. 


The author has also tried to solve some misconceptions about 
freight absorption the extent of which depends upon freight cost per 
unit, number of buyers and their location. After disproving that freight 
absorption on the analogy of an excise tax is equal to 50 per cent of 
the freight rate to the farthest buyer, Mr. Greenhut has demonstrated 
that it is only to the extent of 25 per cent. From this analysis he con- 
cludes that a gradual scattering of the population has very salutary 
effects on the pricing of manufactured articles. He contends that the 
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movement of prices in space will be sporadic ; an outward movement 
of population of a city region tends to reduce such prices (of course 
where demand is fairly elastic), and a filling up of areas between the 
centre and extremities tends to raise those prices. In other words, 
discontinous markets encourages lowering of prices of processed goods 
and forces that lend continuity enhances them. The reviewer feels that 
this point could have been substantiated with reference to the westward 
movement of population in the US, which to some extent, exhibited 
spatial discontinuities in colonization. 


The second part examines the various locational factors like trans- 
port processing costs and various other “cost reducing and revenue 
increasing ” factors. The influence of different types of demand under 
different pricing policies, on plant location is the most interesting part 
of this section. Incidentally, as a concomitant of his analysis he has 
determined the forces of dispersion and agglomeration. 


At this stage a little digression implicatory in nature rather than 
as a critique may be permitted. Under the assumption of zero costs, 
Mr. Greenhut has indicated that the monopoly price equals half the 
price intercept, which also indicates demand function at each point 
of linear market, so that the maximum range over which the com- 
modity could be transported is indicated by the price intercept, i.e. 
where the transport cost equals the monopoly price. Consequently, 
since monopoly price is fixed in terms of that output which yields him 
the maximum profits, it also fixes his market area. Hence, it appears 
to me that what is crucial in delimiting an economic region is not so 
much the price, or the demand function, or even the transport costs, but 
the monopoly output. Of course, if we relax the zero cost assumption 
we run into a host of interdependent variables. The above analysis 
leads us to the conclusion, which the author has not realised that it is 
easier for the seller to prevent an incursion into his territory than to 
invade another’s, because the latter involves increasing the output which 
would have other chain like repercussions on the shape of his own 
territorial market. 


According to the author a reduction in freight rates leads to loca- 
lization at the centre of a linear market as the hinterlands are more 
serviceable from a distance (p. 146). This it appears to me to be only 
a possibility. No @ priori imperatives could be derived more so when a 
linear market is assumed, unless the lowering of freight rate is spatially 
discriminatory in nature. If a real location of the sellers is taken for 
granted then at best the outcome is indeterminate. 


Closely linked with the foregoing part, which deals with location- 
al analysis, Part Three presents some empirical studies relating to eight 
firms in Alabama. The method of study was by interviewing the 
owners of these eight firms besides eighty questionnaires which were 
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sent to other small independent manufacturers located in Alabama. 
Perhaps, the maximum profit (both pecuniary and personal) location 
that Mr. Greenhut propounds is to some extent borne out by his 
empirical study. 


Part Four summarizes and concludes the study. The chapters in 
this section are so drafted that they are sufficient and complete in 
themselves. Nevertheless, it is advisable to go through the whole 
volume for the first time, and later treat this part as an adequate 
refresher. 


Bombay M. V. KHAMBADKONE 


Capital Taxation in a Developing Economy (India). By 1. S. GULATI. 
(Bombay : Orient Longmans, 1957, pp. 209, Rs. 12.50). 


Tuts book, which is a somewhat revised version of the author's 
doctorical thesis, would be welcome at a time when the Second Five 
Year Plan is running into financial difficulties. The book is di- 
vided into three parts. Part I deals with the theory of cap- 
ital taxes. Part II examines the role of capital taxes in providing 
resources for public investment in a developing economy. Part III 
covers a discussion of the estate duty levied in India. This discussion 
is supplemented by the experience of other countries, particularly the 
United Kingdom. A postscript is added on the new taxes imposed in 
the Central budget for 1957-58. 


The book is a reasoned analytical study, though one may not agree 
with all the conclusions of the author. In defining capital taxes Dr. 
Gulati stresses (1) that it is assesed on capital and (2) that it is a gen- 
eral tax. He enumerates three taxes, namely, an annual capital tax, 
a capital levy and deaths duties, which he thinks satisfy both these 
conditions. The capital gains tax is excluded because it is not a gen- 
eral tax in the sense that it is not assessed with reference to the total 
capital worth of a taxpayer. Strictly speaking the capital gains tax is 
not a tax assessed on capital but a tax on income that accrues through 
the appreciation of capital. It is also doubtful whether a gift tax can 
so easily be excluded from the definition of a capital tax, especially 
when it is imposed as a supplement or substitute for death duties and 
“is assessed with reference to the total capital worth of a taxpayer”. 
Nor is it true that taxes on capital are necessarily general. The Indian 
wealth tax is an instance to the point. It is not assessed “ with re- 
ference to the total capital worth of a taxpayer”, but only with refer- 
ence to that capital worth which excludes capital possessions enumerat- 
ed in Section 5 of the Act. It is therefore better to confine the definition 
of a capital tax to a levy assessed on capital, whether it is general or 
not. 


Following Professor Hicks the author argues that it is inequitable 
to subject corporations also to an annual tax on capital. That would 
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be “tantamount to double taxation, discriminating against corporate 
type of business”. One must not, however, forget that corporations 
have an ability in addition to the ability reflected in their’ shareholders. 
Dr. Gulati suggests an exemption limit of Rs. 10,000 for the annual 
tax on capital. This is rather impracticable. The administrative mach- 
inery would be unable to cope with the additional work efficiently. Nor 
does it sound an economic proposition. On the basis of rates suggested 
by the author the tax on a capital value of Rs. 50,000 would be Rs. 100 
(it would be Rs. 20 on a capital value of Rs. 10,000). Against this 
we should consider the cost of collection. The Finance Minister has 
estimated that an additional expenditure of Rs. 40 lakhs per annum 
would have to be incurred for levying the wealth tax on about 36,000 
assessees who would be liable to it under his scheme. The cost of col- 
lection would thus be Rs. 111 per assessee. It is true that this cost 
would be lower for estates of smaller value. Yet it emphasizes the 
point that the coverage of direct taxes in India has to be consider- 
ably restricted. 


In the case of taxation of capital the question of valuation of 
capital assests is very important. The discussion of this problem is 
inadequate. The difficulties of valuation are particularly great in India, 
where the shares of several joint-stock companies are not quoted on 
the stock exchange. Nor is there a property tax in all towns and vil- 
lages. Most private businesses, particularly the small scale ones, do 
not prepare a balance sheet and hardly maintain proper accounts. 


The author points out that in this country “there is very little 
indication that adequate measures are under contemplation to ensure 
an increase in savings on a scale corresponding to the proposed in- 
crease in investment”. While capital taxes may be desirable on equity 
considerations they do not stimulate the incentive to save. To the ex- 
tent that they are paid out of capital they do not increase the savings 
of the community. Further, it is a serious limitation of capital taxes 
in India that they cannot affect the masses, to whom will accrue the 
larger incomes flowing from the development plans. It is, therefore, 
necessary that in our “ rethinking in the sphere of taxation” we should 
impose taxes that would exercise a restraint on the consumption ex- 
penditure of the masses. The political factor, in a country of adult 
franchise, is an important limitation but Governments, particularly at 
the State level, cannot continue to fight shy of this problem. 


The peculiar nature of the institution of the joint family system 
amongst certain classes of Hindus in India necessitates their differen- 
tial treatment with respect to direct taxes. Dr. Gulati is unnecessarily 
alarmed that this discrimination with regard to the estate duty, if re- 
ferred to the courts, is likely to be found “repugnant to the funda- 
mental right of equality of treatment in law as enshrined in the Consti- 
tution”. Every tax measure is necessarily discriminatory and it is 
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well established in constitutional law, of which instances abound in 
the history of federal countries, that “ equality of treatment” with re- 
spect to taxation implies geographical equality and not intrinsic equal- 
ity. Nor should it be forgotten that joint Hindu families receive a 
relatively rough deal with respect to taxes on income. Dr. Gulati’s 
Suggestion to replace death duties in the case of Joint Hindu family 
property with a levy imposed at the time of birth-rights in such pro- 
perty are acquired by birth—would be found to be very inequitable. 
It would affect the timing of the imposition of the duty, he also ignores 
the fact that the birth of a child in such a family leads to the reduc- 
tion in the shares of the existing members of the family, who would 
have paid the duty on their unreduced share when they were born. 
How are they to be compensated ? The problem is not so simple as 
Dr. Gulati thinks. It may be that the existing provisions with re- 
spect to the levy of estate duty on joint Hindu family property would 
have to be amended but it would be a mistake to bring about radical 
changes without a proper study of all aspects of the problem. 


Allahabad R. N. BHARGAVA 


Labour Legislation in India. (New Delhi : ILO, 1957, pp. 122). 


THIs book succeeds an earlier one published under the same title in 


1952 by the ILO. Since 1952, there have been some important changes 
in the Indian labour law. Among these are the amendments to the 
Industrial Disputes Act providing for compensation to workers who 
have been laid off or retrenched, the abolition of the Appellate Tri- 
bunal, the extension of the provident fund legislation to new categories 
of workers, and the Bombay amendments to the Payment of Wages 
Act. The book not only describes such changes in bringing up to 
date the materials contained in the first edition but also presents a 
much more thorough coverage of the subject matter. 


There are separate chapters dealing in considerable detail with 
the special legislation applying to workers in factories, mines, shops 
and offices, and plantations, as well as to seafarers and to those en- 
gaged in the transport industry. There are also chapters on trade 
union and trade dispute legislation and wages and social security leg- 
islation. What emerges is a good descriptive history. The reader is 
told what the existing law is and how it got that way. Unfortunately, 
there is no attempt to place before the reader a discussion of the more 
significant issues in this field. For example, the history of the amend- 
ments to the Factories Act is traced but the problems of non-enforce- 
ment and lax enforcement which are so very important are not con- 
sidered. Nor is there any analysis of the effect of the tribunal system 
on the development of sound collective bargaining institutions ; nor of 
the economic effect of the great diversity in the enactment and ad- 
ministration of the labour legislation. There is also no discussion of 
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the pros and cons of extending to Indian workers the right to freely 
choose union bargaining agents by election, of legally compelling re- 
cognition by employers of unions so chosen and of protecting workers 
from employer interference with their rights to form unions and bar- 
gain collectively. 


This will be a dull book for those interested in these policy con- 
siderations. As is, the book can be useful to the student who just 
wishes to get a general view of the existing legislation before he ex- 
plores in detail any particular aspects. For such detailed work, there 
is just no escape from reading the statutes themselves. 


Bombay Davip M. GERSTEIN 


Review of the First Five Year Plan: Planning Commission. (Delhi : 
Government of India, Manager of Publications, 1957. pp. 479 
Rs. 4.37). 


Five years may not constitute a very long period in the life of a nation. 
Nevertheless, if that period coincides with that of the first of a series of 
five year plans intended to bring about rapid economic development, 
it cannot but be a significant period in its history. The completion of 
such a period, therefore, provides the opportunity to make an assess- 
ment of the progress made by the country in the direction already 
determined by it and to carry out an evaluation of the success achieved 


in relation to the tasks set by the Planning authority. 


On the assumption that planning is a continuous process, the pre- 
paration of progress reports must in fact be considered to be one of 
the most important tasks of the planning authority. The assessment 
contained in such reports also provides, therefore, a measure of the 
analytical powers of the planning authority and of the keenness of its 
critical faculties. The extent to which the planning authority has been 
able to learn from experience would depend upon the quality of that 
experience and this would find its reflection in the progress reports 
issued by it from time to time, the most important of which would be 
those issued at the end of each period of planning. 


From this point of view, the Review of the First Five Year Plan 
brought out by the Planning Commission must be considered a dis- 
appointing document. The broad sweep of historical judgment one 
expects to find in such a document is entirely absent. We obtain no 
picture of the stage of economic development reached at the end of the 
First Plan, no graphic summary of the impact of economic planning on 
the economic, political and social structure, no clear view of the 
success or failure of the great experiment in democratic planning that 
was initiated in 1951. The Planning Commission is lost in a morass of 
details, while description provides in this Review a poor substitute for 
the analysis for which we look in vain. As a compendium of facts 
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and figures about different sectors of the economy for the period 
covered by the First Five Year Plan, the present volume may, there- 
fore, be found useful, but it fails almost entirely as a critical assess- 
ment of progress and as an evaluation of the factor responsible for 
success or failure with a view to drawing lessons for the future. 


The most important chapter of the report is the one which deals 
with “Economic Trends and Achievements”. This chapter begins 
by stating the two-fold objective of the First Plan: “Firstly, it aimed 
at correcting the disequilibrium in the economy caused by the war and 
the Partition of the country. Secondly, it proposed to initiate simul- 
taneously a process of allround balanced development which would 
ensure a rising national income and a steady improvement in living 
standards over a period”. How far were these objectives of the Plan 
achieved by the end of planning period ? One looks in vain for an 
answer to this crucial question, though there is a series of factual 
statements about different sectors of the economy, which follows im- 
mediately after the statement of objectives and approach. 


The puerile judgements io which this descriptive approach leads 
are illustrated by the paragraph of this chapter dealing with the Bal- 
ance of Payments position. “The balance of payment position over 
the plan period”, says the Review, “was far more satisfactory (sic) 
than was originally expected”. This statement must be taken together 


with the conclusion that “the low level of machinery and capital 
goods imports almost until the last year of the plan contributed to the 
unexpectedly stable balance of payments position in the plan”. Surely, 
the significance of these facts is entirely different from that which ap- 
pears to have been ascribed to them ! (Incidentally, a Significant omis- 
sion in a report which devotes a chapter each to housing, education 
and social services is a separate chapter on the balance of payments and 
foreign trade). 


The second chapter of the Report is devoted to “Plan Outlay 
and Its Financing”. In this chapter a considerable volume of data 
regarding the financial aspects of the Plan is brought together. The 
chapter is distinguished by the fact that there is a certain amount of 
effort to analyse the data to trace cause and effect relationships and 
explain the various features of the financial picture which emerge from 
the discussion. In assessing the mobilisation of resources, for example, 
attention is drawn to the significance of the fact that “it is exactly 
where plan expenditures rose substantially in the later stages of the 
plan that increasing resort to deficit financing had to be undertaken.” 
Here is raised an important question regarding the financing of eco- 
nomic development which merited more detailed consideration than 
the Report cares to give it. 


The subsequent chapters take up one by one the various sectors 
of the economy and list the various activities carried out in each sector 
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during the period. Progress made in the completion of various projects 
is also detailed in these chapters. That is why it has been stated above 
that the present report will undoubtedly prove useful as a compendium 
of information regarding developments in various sectors of the eco- 
nomy during the period covered by the First Five Year Plan. In the 
light of the considerations outlined above, the question may be raised 
whether it might not be worthwhile to set up an organisation within 
the Planning Commission to assess progress and evaluate its signific- 
ance primarily in the light of a factual report of the present type pre- 
pared by the Planning Commission. Such a special organisation would 
function in a manner analogous to the Programme Evaluation Organi- 
sation and thus perform the functions which it is apparent from the 
present report the Planning Commission fails to do today. 


Bombay HANNAN EZEKIEL 


Report of the Plantation Enquiry Commission, 1956, Part I. (Delhi : 
Manager of Publications, pp. 994. Rs. 16.50). 


Tue Plantation Enquiry Commission was appointed by the Govern- 
ment of India in April, 1954 to make a comprehensive enquiry into 
the economic conditions and problems of plantation industries. This 
is the review of the commission’s report on Tea Industry submitted 
after over two years of work. Such an enquiry into the affairs of an 
industry of national importance will evoke great interest among all 
sections of the people. The report is a timely publication especially in 
the context of the policy of the Government to regulate and discipline 
private enterprises. 


The report is a lengthy one—six short of a thousand pages. It ia- 
cludes Late K. G. Shivaswami’s minute of dissent running over 124 
pages and one hundred annexures, containing important data and other 
information about tea industry. It deals with a wide variety of sub- 
jects concerning producers, financiers, brokers, blenders, distributors 
and consumers in India and abroad. The main report is divided into 
22 chapters of which the first four deal with location, organisation, 
capital structure and importance of the industry. Chapters V and VII 
are concerned with cultivation and manufacture of tea. Cost of pro- 
duction has been analysed in Chapter VII and labour, employment, 
wages and industrial relations have been discussed in chapter VIII. 
The subsequent five chapters deal with the problems of transport, 
finance and marketing of tea. Profits and taxation have been discussed 
in chapters XIV and XV respectively. One chapter is devoted ex- 
clusively to discussion on small holdings.. Research, labour welfare, 
regulation of tea companies and sale of estates are the subject matter 
of another four chapters. The future expansion and development of 
the industry have been discussed in the last chapter. 


7 
a 
. 


THE INDIAN ECONOMIC JOURNAL 


While the chief merit of the report consists in its analytic presen- 
tation of facts about the industry, the conclusions drawn separately in 
the note of dissent are purposive and thought provoking. In its 
assessment the report says that “the immediate problem before the 
industry in India is not so much the need for a large scale expansion 
of the area as of continued maintenance of results already achieved 
and improvement of existing assets.” (P. 254). Of the number of pro- 
posals and recommendations made by the Commission, creation of a 
replanting fund, reduction in the internal price of tea, decrease in the 
remuneration of managerial services, rationalisation of the salary struc- 
ture of managerial cadre, Indianisation of staff, separation of functions 
of brokefs for buying and selling regulation of sale of tea in auction 
markets are notable. 


The report reveals that excessive degree of concentration has been 
found in production, marketing, distribution and consumption of the 
product. Further elucidating the degree of concentration of economic 
power—the report says that over 75 per cent of the production in 
the North India is under the control of thirteen non-Indian managing 
agencies, 7 agencies control more than 50 per cent and 5 agencies as 
much as 36 per cent of the production (P. 23). In the Calcutta auction 
market 8 non-Indian managing agency firms who are also producers 
purchase more than 50 per cent of the quality tea auctioned. About 
96.5 per cent of the auctioned tea is in the hands of 4 European firms 
who are brokers for both buyers and sellers. Two foreign firms control 
about 95.6 per cent of the packaged tea and 54.4 per cent of the tea for 
domestic consumption. The whole-sale market in U.K., the largest con- 
sumer of Indian Tea is controlled by the London firms of managing 
agents in Calcutta. According to the note of dissent, the concentra- 
tion has further been strengthened by the successive International Tea 
Agreements among all the important producer—combines in India, 
Ceylon and Indonesia since 1933. “The objective of this combine is 
not reduction in costs and expansion of supply. High costs are 
covered by boosting prices and not by reducing costs” (p. 303). The 
inevitable consequences of this concentration as pointed out in the 
report are high profits, high dividends, high commission to the manag- 
ing agents, high remuneration to managerial staff, high cost structure, 
low wages and high prices in both domestic and foreign markets. No 
wonder, therefore that these have come to characterise the existing 
structure of the plantation system—a product of the colonial economy. 


The report also reveals that the costs are generally higher in Sterl- 
ing and Non-Indian estates than those in Indian estates. The distribu- 
tion of profits after taxation is far higher in Non-Indian Companies 
than in Indian companies. A large amounnt of capital is also being 
transferred from this country by Non-Indian companies for the dev- 
elopment of their new ventures in East Africa. 
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The Indian tea industry is thus under complete control of a big 
clique which had spread its roots firmly under the patronisation of 
the British Administration. The crux of the problem lies in bringing 
an end to this monopoly interest which extends over all stages of 
the industry. The measures suggested by the Commission in this 
behalf appear to be utterly inadequate. Perhaps, the Commission 
thinks it inopportune to disturb the present set up in view of the 
industry’s capacity to earn foreign exchange. In the absence of more 
effective measures, one cannot hope that the managing agency combines 
will use their good sense to establish a free market and increased 
competition among them with a view to securing fair price for the 
consumers and the producers as well. 


The Commission took a serious view of the gradual erosion of 
assets due to non-replacement of aged plants. Sounding a timely 
warning it makes a commendable recommendation for creation of a 
replanting fund before declaring dividend and repatriating profits. 


The difficulties of the small holders according to the report are 
very similar to those of the small agricultural producers. The small 
estates have very limited resources and most of them have no tea 
processing factories. As a solution of the problem, suggestion has 
been made for organisation of State-partnered co-operative processing 
factories and marketing societies. The need for designing small tea 
processing machines has also been emphasised. 


The report would have been more interesting if the implications 
of nationalisation were discussed and properly assessed. It should 
have also made an evaluation of the efforts so far made by the Tea 
Board and the results achieved in creation and expansion of foreign 
markets so that concrete proposals could be made for diversification 
of tea market. Unless the degree of dependence on the U.K. market 
is greatly diminished, any suggestion for effective control over the in- 
dustry is beset with serious consequences. It would have been useful 
in the larger interest of the country if the Commission had examined 
how far the industry was justified in locking up vast areas of land. 
unproductive. Proper utilisation of the land would have enabled the 
industry not only to absorb its surplus labour but also to neutralise to 
some extent the risk of raising a single crop. Barring these drawbacks 
the report on-the-whole provides a careful examination of the problems 
and prospects of the industry. The data furnished in the annexures 
will be useful in making policy decisions. 


Gauhati I. R. Das 
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Price Movements in India. By LAKSHMI NaRAIN. (Meerut: Shri 


Prakashan, Rs. 12.50). 


Inflationary Price Trends in India Since 1939. By BriGHT SINGH; 
(Bombay: Asia Publishing House, Rs. 16.50). 


Price Movements in India is a comprehensive survey of the course 
of prices from 1929 and has the merit of covering the latest available 
information. Each broad movement is analysed in relation to agri- 
culture, industry, trade and its effects on different classes of people. 
The author has wisely stressed the international causation of these 
movements and has thrown out some instructive suggestions as to how 
and to what extent India could counteract or mitigate these distur- 
bances from outside. The exchange rate is discussed as an instru- 
ment of this policy in the context of pre-war, war and post-war situa- 
tions and his inferences though not conclusive deserve to be considered. 
His analysis of war and post-war velocity of circulation as a causation 
of price changes is rather inadequate and will arouse much dissent. 
After an analysis of war and post-war prices, the author has devoted 
a whole section on price-policies in relation to our Five Year Plans 
which should prove suggestive and constructive. The relationship of 
prices to deficit financing forms a fitting conclusion of this section and 
while the arguments employed might not be accepted as sufficient or 
acceptable, the author deserves praise for the comprehensiveness of 
his approach to the subject of planning. The book should prove of 
great use to the general reader no less than the University student. 


Inflationary Price Trends in India dealing with the same subject 
as above takes its starting point in the pre-war year 1939. It is, there- 
fore, natural that the author is less influenced by historical experience 
and approaches his subject largely in an analytical frame of mind. His 
discussions On money supply and other factors in the movements of 
prices, deficit financing, the special conditions of underdeveloped coun- 
tries although largely familiar are not devoid of suggestiveness. The 
book concludes with a chapter on price-control in relation to planning 
as experienced in India which deserves to be carefully thought over 
by all who are troubled in their minds about our present predicament. 
Within the limits set to himself by the author, the task is performed 
in a satisfactory manner. 


Bombay S. K. MuRANIJAN * 


An Economic Survey of Communist China. By YUAN-HI LIN. 
(London : Constable and Co., 1956. pp. 566. Price not mentioned). 


In the nineteenth century, one of the ruling passions of the Western 
intelligentsia was to amuse itself with the strange customs of non- 
European ‘savages’. That has yielded place now to the urge to peep 
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behind the Iron Curtain which envelops the facts of Communist ex- 
perience. Unlike its predecessor, this urge has by an large yet to 
mature to the stage of understanding. The large volume made avail- 
able to the reviewer through the kindness of the editors is a cons- 
picuous essay in explanation without understanding. Though the 
author specifies at the very outset his intention to “refrain from 
making value judgements” and “not (to) allow our opposition to 
the doctrines of Chinese Communism as a political principle or a way 
of life to prevent us from gaining a correct view of the known facts,” 
his resolve of self-restraint wears progressively thinner under the strain 
of temptation. This is particularly evident in his attitude towards 
“land reforms” (author’s inverted commas) and the absence of any 
reference whatever to the considerable degree of genuine constructive 
enthusiasm which the Communists have successfully activated. These 
defects may, in the reviewer’s opinion, unjustifiably prejudice some 
unwary readers against the very painstaking collection of facts made 
by the author. Shorn of its unacknowledged bias, the study is, with- 
out doubt, extremely useful as an analysis of China’s performance 
under Communist rule since 1949. 


By common consent, Communists have provided China with a 
Government less corrupt and more efficient than the rusty Kuomintang 
machine. The author implicitly grants that they have not achieved 
this through military force and party discipline alone. He gives them 
credit for their fairly successful anti-inflationary policy, for contriving 
a new tax system, and for improving agricultural and industrial pro- 
ductivity even as estimated by him. In the case of cotton yarn pro- 
ductivity, however, the author appears to have accepted a rather in- 
flated estimate of the output of modern Chinese mills in 1954 at 1.2 
Ibs. of yarn per 20 spindle-hours, giving an output of 7.7 ozs. of yarn 
per spindle-shift of 8 hours. Even after allowing for greater course 
production, this is suspiciously higher than the Indian average of less 
than 6 ozs. per spindle shift. He very rightly points that some of the 
percentage increases in production since 1949 are rather deceptive in 
view of the very low (or complete absence of) production in that year 
—but this is widely recognised by the communists themselves who pre- 
fer to take 1952 as the base year in most cases. 


After dismissing “land reforms” as little more than a means of 
helping the malcontent renounce their contractual obligations, the 
author proceeds to analyse the reasons behind collectivisation. He 
lists them as (1) the need to control the agricultural population for 
the firm establishment of political power ; (2) the desire to recruit mil- 
itia and a regular army from Peasants’ Associations ; (3) the creation 
of a large pool of “ voluntary ” and forced labour, and (4) the desirab- 
ility of large scale farming for planning larger production and sur- 
pluses, as well as for collecting heavy taxes in various forms. These 
reasons one may accept with due qualifications, but then the author 
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goes on to suggest that “ Rarely if ever before in history have hunger 
and terror been more ruthlessly and effectively exploited by a policital 
party on such a scale for the consolidation and perpetuation of its own 
power”. A Communist Party in power, one thought, is something 
much more than a party—it is the State. And if one is going into 
history, what about the land systems under the Pharaohs of Egypt and 
the Incas of Peru ? 


A comparable instance of the author’s unwillingness to place the 
Chinese case in its proper perspective is the somewhat morbid nature 
of his remarks on the energy and transport bottlenecks. There is 
after all nothing novel about these bottlenecks. The South American 
countries have them in a generous measure and have still managed to 
survive, and that too without the hope of finding more coal, of which 
China has plenty but without enough capacity to transport it. Simil- 
arly, while commenting on regimentation of labour, the author has 
apparently shut out all memories of conquistadore operations in South 
America, of the export of Chinese and Indian labour under indenture in 
the nineteenth century, as well as any disturbing reminder of condi- 
tions in South and Central Africa today. The Communist have not 
applied a novel development technique ; their sole originality consists 
in organising it on a firm ideological and technical basis. 


In a sense, the period of 1949-54 to which the study relates is 
somewhat unrewarding from the author’s point of view. This was 
the period of China’s consolidation. Even at their worst, the Com- 
munists would have done better than the Kuomintang during this 
time. Had the author been blessed with the opportunity of projecting 
his study into the contemporary period of crisis in planned develop- 
ment, he may—if he could secure the relevant information—have 
found greater justification for at least some of his conclusions. 


Bombay R. K. Hazari 


An International Economy: Problems and Prospects. By G. MyrDAL. 
(London: Routledge and Kegan Paul Ltd., pp. xi+ 381). 


Tuts book is conceived on a wide canvas. As its title suggests, it 
considers the problems and prospects of an international economy. To 
the writer’s way of thinking national integration is an essential pre- 
requisite under modern conditions to the international integration of all 
the nations into one world. National integration implies an equality 
of economjc opportunity for all sections and classes of the people, and 
is synonymous with the modern concept of a welfare State. It de- 
mands even as it facilitates economic development of underdeveloped 
areas which comprise the major part of the world. The book there- 
fore covers, most of it in two very scintillating chapters, the vital needs 
and problems of these areas. The subject-matter of the book, thus, 
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comes to comprise not only international economic relations—within 
the non-Soviet world mostly—but the whole world and its pressing 
problems. 


The author’s analysis of the problems of international economy 
is novel in many parts, but simple, lucid and appealing. The increas- 
ing disintegration of the modern world is easy to observe. Most of the 
countries not only leavy large export and import duties, but regulate 
their imports and practise exchange control on an extensive scale. 
Because of the dollar shortage, currencies are not convertible, and 
trade and exchange controls have to discriminate among different 
currency areas. These evils have received ample notice, but there is 
a tendency to mistake the symptoms for the causes, and prescribe 
remedies which will leave the underlying features of this undesirable 
situation in tact. Hitherto, the minds of world economists and states- 
men have been most exercised over the question of removing the trade 
and exchange barriers that prevent the movement of goods from one 
territory to another, and of thus trying to restore the world as it 
existed before the First World War. Such an analysis of the ills of 
the world economy is very partial and imperfect. For the integration 
of nations into one international economy factor movements are as 
essential as commodity movements. The latter, without the former, 
lead to perpetuation and aggravation of international inequalities and 
thus to greater disequilibrium. The need of restoring free capital 
movements has received much less attention than the necessity of free 
trade. Population movements are hardly talked of at all, and free 
immigration policies are condemned as impracticable. Secondly, dis- 
cussions about international economic policies have been largely con- 
fined to the problems of the few developed countries of Europe and 
America. The very different needs of the peoples of other colours that 
largely inhabit the vast non-European lands, mostly colonies and 
dependent territories, were not duly considered in the past in shaping 
policies. These territories have now become more vocal and inde- 
pendent, and claim to be heard. It is not possible to accommodate 
their claims within the international code that is sought to be built 
at present. Their first need is national integration and economic 
development ; and both these demand interferences with the price 
movement and the market mechanism in the national and international 
spheres. Though in form restrictive and on par with the import and 
exchange controls of very developed economies, there is a vital 
difference in such interferences. The need to restrict the import 
quantum of the underdeveloped economies is not so much on pro- 
tective grounds as with a desire to keep within the bounds of exchange 
earnings. The import quantums permitted are generally much higher 
than in the past. Trade controls, thus, used as a part of the mecha- 
nism of planning, expand world trade rather than inhibit it. If 
developed countries succeed in expanding their imports from these 
areas, there should be no difficulty in taking world trade to a higher 
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level. The regulation efforts of the underdeveloped countries, there- 
fore, should be treated on a different footing altogether. 


For an adequate and satisfactory solution of the world problem, 
which takes into account thé claims of the underdeveloped economies, 
the essential condition is the development of world conscience and soli- 
darity, a sense of belongingness, which will make nationals of one 
country look upon the difficulties and problems of other countries as 
their own. A world Government, which will naturally take upon it 
the task of reducing inequalities and creating an atmosphere of equal 
opportunities among different nations, of creating a world welfare state, 
will be the manifestation of such a spirit and conscience. Since 
surrender of national sovereignty may not be exactly welcome in the 
present stage, international organizations set up by international agree- 
ment with adequate powers would be the second best remedy. As yet, 
however, even underdeveloped countries find it difficult to take positive 
steps to govern their relations inter se. International organizations 
which will déal properly between developed and underdeveloped 
nations, and enable the latter to share the fortunes of the former, are 
a far-off dream. The next alternative is for the richer countries to 
help the poorer on their own. For the first time in known world 
history, U.S.A. has come forth with generous offers of such aid on a 
large-scale. The wrong philosophy behind it, the failure of the other 
advanced countries to respond, and the confusion in the U.S.A. regard- 
ing various objectives sought to be achieved through such aid has 
made its scale niggardly and insignificant in relation to the needs of 
the situation. International aid towards the end of international inte- 
gration is, in the words of the author, hardly “ more than a vision and 
a challenge ” (p. 312). Governments of the developed economies, which 
recognize the need to help the weak, the backward and the unfortunate 
within their own borders are not enthusiastic of the same ideas else- 
where and are not even prepared to think of price stabilization pro- 
grammes to help underdeveloped countries out of the adverse con- 
sequences of rapid price fluctuations in the prices of their export 
products. 


What are the prospects of solving these problems? Dr. Myrdal 
holds out little hopes here. Having been associated with the work of 
inter-Governmental and international organizations the author is quite 
appreciative of their galant efforts in these fields. But he feels that 
their fight is confined to very limited and easily pregnable fronts and 
no solution is in sight even here. The author warns us against cheap 
optimism and waits for nearby miracles which he thinks are not un- 
likely in the present times. A rather depressing conclusion ! 


It is natural that in a book with such a wide scope and a broader 
viata than economic science, there should be some points of disagree- 
ment, even dissatisfaction. For instance, the reviewer has found both 
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chapters XII. regarding national integration in the underdeveloped 
countries and XIII regarding a different commercial policy for back- 
ward nations highly stimulating, but leaving discussion precisely at 
the point where it became very interesting. Probably in the first case 
the limitation was set by the title of the book ; the second idea, how- 
ever, certainly needed working out and would have been worth the 
trouble. The author might well develop the idea in a forthcoming 
book. It is interesting after many radical views of the author to 
see him plead first for those interferences which work through the 
price mechanism (pp. 281-4). Is it just a relapse into the past mental 
attitude, or is it seriously intended ? It is so briefly put, one doesnt 
know what. One, however, does not judge a book of this type in this 
manner. It is inspiring and leaves the reader with a number of new 
ideas. The author brings a deep sympathy to bear on the subject 
matter and writes with a rare understanding of the minds of the back- 
ward people. This insight is combined with a capacity to face the 
cruel facts and make no easy mental compromises. The book is, 
therefore, a valuable and novel addition to the critical literature on 
the subject. 


Bombay D. T. LAKDAWALA 


Problems of Capital Formation: Concepts, Measurement and 
Controlling Factors: Studies in Income and Wealth (New York: 
National Bureau of Economic Research, 1957. $7.50. pp. xi + 612). 


THEORETICAL treatment of capital and its formation has undergone 
violent oscillation in the history of economic thought. Many eco- 
nomists prior to 1914 were so much obsessed with this enchanting 
subject that they devoted excessive attention to defining and measuring 
national capital by methods which may now look largely, if not totally, 
erroneous. Anyhow these decades saw many attempts that were the 
results of many-fold if not fruitful labours of these economists. 


The turbulent thirties opened a new arena for research which 
was going to usher in a revolution in concepts and tools of economic 
science. Studies in national product and its measurement became the 
focus of research now and the endeavour provided much needed and 
badly lacking information. Needs of war and inflation accentuated 
this research and attempts began to be made at securing accurate and 
up-to-date statistics of national product. These existing developments 
in the studies of national product both at individual and state level, 
however, made only a passing reference to the problems of capital and 
its formation. 


Post-War years have seen a resergence of interest in the problems 
of economic growth and capital formation has begun to occupy central 
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attention once again, as is apparent from the recent literature. One 
of the pioneer institutions in this research has been National Bureau 
of Economic Research in New York. The book under review is its 
nineteeth volume of Studies in Income and Wealth and contains fifteen 
papers on Capital Formation delivered at the meetings of the Con- 
ference on Research in Income and Wealth held in October 1953. The 
volume is divided into three parts. Part I consists of Capital Forma- 
tion and related conceptual problems; Part Il—the measurement of 
Capital Coefficient and productive capacity and Part I1I—Contribution 
to the study of factors controlling the flow of private capital formation. 

The study of factors that have been responsible for the growth or 
retardation of economy and their pace provide very interesting and 
instructive reading. to the students of economic development. And 
how stimulating the theoretical analysis this examination of the past 
records of economic growth can be is provided by the papers in the 
first part of this book. 


“Capital Formation in Private Non-Farm Residential Construc- 
tion, 1889-1950” by David M. Black and Louis Winnick is an attempt 
at extending the official series previously available from 1955 back 
to 1889 by means of judicious estimates. Contrary to. the stagnation 
thesis, expenditures for new house-keeping dwelling units account for 
about 90 per cent of the capital formation over the period 1915-50. 
True the dates do suggest a rising trend in additions and alterations 
expenditure but that is perhaps due to the aging of the stock and 
growth in the size of stock relative to new construction. 


The concept of gross capital formation as used by the authors 
departs from the conventional definition. The gross estimates com- 
puted by the authors include expenditures for additions and altera- 
tions of existing structures but exclude expenditures for their main- 
tenance and repairs. In the context of American economy this may 
not be a serious lacuna. But in underdeveloped countries, where 
maintenance and repair expenditure has a heavy drain on the savings 
of the community and where there is always a danger of disinvest- 
ment in absence of it, the concept might highly underrate the efforts 
put in by the community for the purposes of capital formation. The 
study of gross capital formation has larger economic significance in 
these countries. 


“Capital Formation in Canada” by Kenneth Buckley is another 
commendable attempt in the time series which links estimates of 
capital formation for the period 1900-30 with the official estimates 
available for 1926-52 thereby providing valuable and continuous infor- 
mation for the first half of the century. The origin of this Paper is 
the author’s doctoral dissertation, Capital Formation in Canada 18%6- 
1930, with which the students of Capital Formation are well acquainted. 
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The study has conceptual relation with the official estimates of 
Canada and they embrace four broad components of the economy— 
construction, machinery and equipment, inventaries and foreign in- 
vestment. Due to this broad classification it serves only as a general 
indicator of progress achieved by the country. But according to the 
author himself “ the original purpose of the estimates was to establish 
the general trend and pattern of investment in the period of rapid 
development from 1900-30” and it can be said that this purpose is 
adequately served. Contrary to the earlier study reviewed, the gross 
capital formation estimates of this study include expenditure on repairs 
and maintenance. 


Besides these empirical studies, Part I of the volume under review 
includes two contributions which deal with very serious conceptual 
problems that arise in the measurement of gross and net stock of 
capital. The problem of real capital formation has always engaged 
the prime attention of theoreticians. Longevity of physical assets, 
quality changes and absolescence and changing price structure have 
made the problem of measurement very complicated. George O. May 
in “Changes in the Accounting Treatment of Capital Items during 
the Last Fifty Years” has presented a historical sketch of the various 
methods adopted by the accountants in United States to deal with 
some of these problems. 


“Theoretical Aspects of Quality Change, Capital Consumption 
and Net Capital Formation” by Edward F. Dennison is a thought- 
provoking and scholarly contribution. The author believes that the 
current concepts and definition of net capital formation do not have 
operational value and hance must be abandoned. He believes that a 
concept of valuation of assets based on cost of production must be 
substituted for the one based upon producivity and net stock of 
capital can be obtained by writing down each component of the stock 
by a suitable capital consumption allowance determined on the basis 
of current age and life expectancy of the given component. For the 
purposes of estimating depreciation allowance, the author favours 
declining bakance rather than the straight line method. 


We may not fully agree with Dennison and discard the concepts 
hitherto used as virtually useless. Dennison’s own concepts require 
further analysis and experimentation. Nonetheless it is true that the 
measures of capital formation and its consumption obtained are not 
adequate for the purposes of economic appraisal and analysis. Simon 
Kuznets in his comment says “ Present measurements practices’ tend to 
understate capital formation in developed countries much more than 
they do in the underdeteloped, and to understate capital formation in 
recent (non-war) periods in the advanced countries more than in 
earlier decades.” Perhaps under-statement in underdeveloped countries 
is much more than that recognised by this esteemed economist. The 
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conventional concepts in an economy with substantial barter sector 
and dearth of data produce understatement, the degree of which is also 
indeterminate. It must be noted, however, that both the economists 
stress further research in the matter. 


Contributions in Part II are primarily devoted to estimation of 
capital coefficients popularly known as input-output analysis, whereas 
Part III contains many papers explaining the role of various factors 
in the process of capital formation. 


The volume embodies contributions on so many ‘subjects that it 
becomes impossible to refer to every one of them in the short space 
available. The reader will find every one of them interesting in- 
Structive. The volume gives an indication of the big strides that the 
American economists have taken in the field of conceptual and empi- 
rical studies and the vast sea of statistical data at their disposal that 
enables them to test the concepts evolved by them. The volume 
profusely adds to the learned tradition of N.B.E.R. and is indispensable 
to the students of economic development and especially who study 
conceptual and methodological problems of capital formation. 


Bombay TARA SHUKLA 


Labour in Ancient India. By K. M. Saran. (Bombay : Vora & Co., 
Publishers Ltd., 1957. pp. 106. Rs. 5/-) 
MOobDERN research has thrown a flood of light on our ancient past and 
its rich heritage in the realms of philosophy, art, literature and sciences. 
But the picture is by no means complete, for on the economic plane 
several aspects of the life of the common man still remain shrouded in 
obscurity. The condition of labour is one of these virgin fields which 
Dr. Saran has now chosen to unearth. He has made a searching 
enquiry into our sacred lore, particularly the Vedas, Sambhitas, the 
Arthasasthra, the Dharmasutras and Sruties and pieced together the 
scattered bits of information to give a succinct account of “ Labour 
in Ancient India.” 


At the outset, he brings out clearly how the economic conditions 
and occupational distribution of the people were inextricably bound 
up with the Hindu social structure based on the caste system. The 
bulk of the labour force for menial and unskilled jobs was drawn from 
the slaves and sudras who formed the downtrodden classes. The 
skilled artisans and craftsmen belonged mostly to the Vaisya class. 
The author has little doubt that “slavery existed in ancient India but 
it never became the sole basis of the agricultural economy.” The 
Kautilyan reforms are shown to be responsible for making slavery 
almost unrecognizable to foreigners like Megasthenese. 


_ 
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The book adds considerably to our knowledge of labour relations, 
wage standards, the systems of wage payment and the general condi- 
tions of the working classes in ancient India. It is interesting to 
note that the great jurists like Manu, Kautilya and Sukracharya have 
generally taken the minimum needs of the worker as the guiding prin- 
ciple in stipulating wages for manual workers; but in the case of 
skilled workers the prevailing wages in comparable occupations 
formed the basis of fixing fair wages. The influence of the law-givers 
was paramount not only in prescribing wage rates and humane condi- 
tions of work, but also in enforcing a code of right conduct on the 
part of the employers and employees alike, who were enjoined to 
fulfil their duties under pain of severe penalties. This has contributed 
greatly to the establishment of harmonious labour relations. The spe- 
cial consideration shown to women workers and the amenities provid- 
ed for them form a remarkable feature of the economic set up of the 
times. The concept of ‘ welfare’ is clearly reflected in the precepts of 
the great Acharyas. “It would not be a mistake”, says Dr. Saran “ to 
assert that provision for pensions, disablement benefits, sickness and 
maternity benefits, provident funds, maintenance allowances etc., were 
made in those good old days.” No one will dispute that Kautilya 
and Sukracharya had laid down that such amenities should be provided 
for the workers, but the economic historian can not divest himself of 
the responsibility for investigating on the basis of independent evidence 
how far their precepts were actually put into practice. The author’s 
observation that “ these measures were largely applicable to the workers 
in the employment of the State and not necessarily to all, though 
instances are not wanting where the employers provided maintenance to 
the families of old workers” is not supported by any evidence. 


One of the pitfalls against which a writer on a theme like this 
should guard himself is the tendency for the author’s predilections to 
get the better of his judgement. It is surprising that Dr. Saran should 
have so readily succumbed to the temptation to read modern meanings 
into ancient texts. He jumps to the conclusion that “trade union 
methods and activities like collective bargaining and concerted action 
against employers were not unknown in ancient India,” on the strength 
of an uncorroborated statement by Kautilya (quoted on page 77) which 
can at best be interpreted to indicate the existence of guilds. Another 
passage in the Arthasastra (quoted on page 78) wherein wages of 
certain categories of labourers are said to be paid according to rates 
decided by experts (Kusala) is construed as indicating that “ disputes 
were also settled by arbitrators” ! Under the bold heading * Unemploy- 
ment Insurance’ is to be found the practive of unemployed persons em- 
bracing slavery for maintenance and getting manumission on giving up 
the maintenance whenever they were in a position to do so. While 
discussing the reform of slavery in the Mauryan period he again 
quotes a passage from the Arthasastra (page 28) wherein Kautilya 
prescribes a punishment for those who pledged a pregnant female slave 
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without making provision for her maternity; and immediately con- 
cludes: “The existence of a programme of social welfare and social 
security in those days can thus not be denied.” 


Dr. Saran’s work offers a challenge to the commonly accepted 
notion that Labour Economics is a peculiar product of the Industrial 
Revolution in the West. But in stretching this thesis he has somewhat 
overshot the mark. Notwithstanding some lapses in judgement, the 
book is an interesting contribution to an important field of knowledge. 


Trivandrum V. R. 


NOTES 


Imperfect Competition in Agricultural Markets in India 
and a Policy for Market Reorganisation 


One is apt to believe that the agricultural economy has certain basic 
features which are more likely to bring competition rather than im- 
perfections in the markets. Firstly, there are innumerable producers 
of farm products who are too ignorant and scattered to enter in collu- 
sion with other producers and also incapable of manipulating supply 
and therefore prices. The baffling problems of oliogopoly, of price 
leadership etc., it is presumed, are out of question in agricultural 
markets. Secondly, as practically the entire output of farm products 
is sold in original bulk form without much packing, branding and 
advertising, there is no problem of differentiation of products. These 
characteristics may lead one to argue that in agricultural markets per- 
fect competition would be a rule. 


In actual fact, however, there exist in agricultural markets certain 
factors which give rise to imperfections." These may be noted. 


1. The presence of a large number of producers as a factor ensuring 
competition may be neutralised by the banding together of pro- 
ducers into co-operatives. Such organisations may be desirable but 
their impact on competition remains. 


2. There may be a favourable influence of a large number of producers 
on competition; but the organization and policy of marketing 
middlemen may be unfavourable to competition. 


1 Some of the recent studies have indicated various types of imperfections in 
agricultural markets. In particular see the following : 


1. William H. Nicholls : imperfect Competition in Agricultural proces- 
sing and Distribution 
Journal of Economics Political Science., 
May 1944, Vol. X No. one 150-164. 

2. Ibid: Market Sharing in Processing Industries, 
Journal of Farm Economics, Vol. XXII, 
February 1940, pp. 225-240. 

8. Ibid: Post War Concentration in the Cheese Indust: 
Journal of Political Economy, Vol. XLVII, 
Dec. 1989 pp. 823-845. 

4. Henry H. Bakken & Oligopsony in the Wisconsin Tobacco Industrys 

William F. Mneller: Land Economics, Vol. XXVIII, May 1952, 


pp. 182-145. 
5. P. T. Bayer & Competition and Prices : A study of groundnut 
B. S. Yamey : ay in Nigeria. Economica, Vol. XIX, 


No. 78, Feb. 1952. pp. 31-43. 
6. Charles D. Hyson & Monopolistic Discrimination in the Canbery 
Fred H. Sanderson: Industry. Quarterly Journal of Economics, 
May 1945, pp. 330-369. 
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Some farm products are of differentiated qualities and correct judg- 
ment of quality is very difficult; different prices may be offered 
for the same quality because of the difficulty of objective test of 
the quality by the buyers. 


4. Certain other factors such as the lack of price information, of 
warehousing and transport facilities etc. may introduce some im- 
perfections. 


5. In the initial stages of a developing economy the importance of 
processing industries of farm products may be insignificant ; but 
the gradual growth of the economy would be accompanied by the 
development of processing industries and the emergence of new 
types of organised buyers of farm products. This may raise pro- 

blems of imperfections in the markets. 


In the context of the present Indian conditions, factors 1 and 5 
are relatively unimportant, though their importance in specific areas 
where the producer’s co-opeatives or the processing industries are 
highly developed cannot be underestimated. On the other hand, 
factors 2 to 4 appear to have much relevance to the nature of the 
competition in agricultural markets in India. In order to study them 
the agricultural markets may be divided into three categories of which 
only two would be discussed here. 


1. Village Markets. 


2. Assembling Markets. 


3. Terminal Markets. 


Competition in Village Markets 


In village markets competition would prevail if (a) a large number 
of buyers competing among themselves exist in the market,” (b) the 
price information is available to producers without much time lag and 
finally (c) quality differences are very few. 


These appear to be sufficient factors for ensuring competition in 
the village markets. But all of these are not necessary factors in the 
sense that absence of one factor would stifle competition. One may 
visualise a market where price information may not be available and 
yet competition would prevail in the village market. Likewise, the 
number of buyers may not be large and yet intense competition may 
exist among a few buyers. Therefore, it is clear that even in the 
absence of either the first or the second factor, competition may exist 


2, It is very difficult to define the ‘large number’. Normally in village 
Markets more than five traders may be taken as a ‘ large number’. Even so, the 
degree of competition rather than number of traders, is more significant. 
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in the village markets. The same cannot however be said of the third 
factor. If a particular commodity has many varieties it is likely that 
all buyers may not offer the same price to the same quality of a com- 
modity because of the subjective judgment of the buyers in testing the 
quality. There is reason to believe that this may often result in under- 
estimation of the quality, and therefore lower prices. Since by apply- 
ing objective tests with the help of some grading agency it is possible 
to raise prices, the existence of many qualities in a commodity, in 
the absence of facilities for grading, may be said to lead to imperfec- 
tions. 


It may be concluded, therefore, that in the village markets the 
existence of innumerable qualities of a product is mostly adverse to 
competition. Secondly, either the large number of buyers or even a 
few buyers provided there is no collusion among them would be favour- 
able to competition ;° and finally, the easy accessibility of price infor- 
mation to producers would be a welcome factor but its absence need 
not be a positive hindrance to competition if the other two factors are 
operating. 


Competition in Assembling Markets 


The factors which determine competition in the assembling markets 
appear to be (1) a large number of buyers, (2) the method of sale, (3) 
a few qualities in a commodity and (4) easy accessibility of price infor- 
mation. 


Importance of factors 3 and 4 was discussed above while dealing 
with village markets, and need not be repeated here. 


The markets where there are a large number of buyers with equal 
capacity of competition present no difficulty. However, some markets 
exhibit a tendency of oligopsony. When such a situation exists, the 
oligopsonists are prone to dominate the market. In some markets 
there may be a few oligopsonists but their dominance is whittle down 
to a considerable extent by the presence of many small traders who, 
though numerically significant, may buy only a small fraction of the 
total quantity traded in the market. It should be noted that these 
small traders are in the market to make a living. They are men of 
very small means and their capacity to take risks and the volume of 
goods each can handle is very limited. However, inspite of their 
small size they are as active and dexterous as ants. At the sight of 
little opportunity to make profit they rush in the market. If the oligop- 
sonists, by virtue of their dominant position try to buy at lower prices. 


*. Such collusion is likely to be absent if there exist some traders coming from 
outside the village. If, however, all traders are from the same village or from 
nearby villages, collusion is most likely to result as they are likely to have personal 
eontact. 
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these small traders who make shrewd calculations of existing and 
expected prices, rush in and outbid the oligopsonists. As the latter 
have to buy their share which is always substantial this threat of small 
traders immediately forces them to retreat from their position and 
make them offer competitive prices. In this way the presence of 
small traders in the market imparts a tonic effect to competition. 


It should be noted that such competitive pressure of small traders 
on oligopsonists depends on the auction method of sale. Under the 
method of sale by private negotiation price remains secret between 
the two persons participating in the transaction for a fairly long time 
and, therefore, the voice of small traders is choked and their effective- 
ness is practically blocked. Therefore, under the private negotiation 
method of sale, oligopsonistic activities have free scope resulting in 
large imperfections and low prices in the market. 


This is not all. The markets where small traders operate exhibit 
sometimes a high rate of failure of small traders. They may quit the 
market at the slightest loss which their very limited capacity hardly 
could bear. They may also quit if the opportunity of alterative em- 
ployment is found. In many markets there might be a high rate of 
exodus of small traders from business every year. Therefore, if the 
oligopsonistic tendencies are to be kept in check, some steps need be 
taken either to prevent exodus or to facilitate new entry of small traders 
by assisting them by provision of credit and other facilities. 


From this it appears that in the assembling markets where oligo- 
psony dominates, the continued existence of small traders and the auc- 
tion method of sale appear to be significant factors ensuring compe- 
tition. 


Sometimes one comes across markets wherein all the factors are 
adverse to competition. Such markets are dominated by oligopsonists 
who have no fear of small traders because they cannot exist in the mar- 
ket. Pn these markets there also prevails the private negotiation method 
of sale and further that the commodity traded consist of innumerable 
qualities. Such conditions exist in the trade of country type of tobacco 
largely grown in the Nipani area of Deccan. From the point of view 
of competition, conditions in this area may be said to be very bad. 
For instance, in the Nipani market even though there are only nearly 100 
traders operating in the market only 10 top traders handle as much as 
two-thirds of the quantity of tobacco. On this, the share of the first 
two traders is one-third of the total quantity traded in the market. 
What is more remarkable is the constancy of their share year after 
year. Close observation showed that it is due to market, sharing poli- 
cies practised by them. These traders have captured consumer markets 
by various devices among which liberal credit facilities is the most 
important. As the substantial portion of demand has been monopolised 
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by these oligopsonists, no outside competitors dare to enter the market 
and buy tobacco. It is interesting to note that these traders are firmly 
entrenched in their respective fields. One trader exclusively supplies 
to Calcutta, the other two to Madras, whereas the ‘fourth and fifth have 
concentrated in Madhya Pradesh, and these three areas account for 
three-fourths of the total exports from Nipani market. The impact of 
such oligopsonistic situation on prices and market practices has been 
very disastrous. These oligopsonists deliberately keep prices very low, 
offer discriminating prices to different sellers and resort to various 
other devices to get maximum benefit. To give only one instance, there 
are innumerable cases wherein payment of sale proceeds has been de- 
layed for a period ranging from six months to two years. It is not 
necessary to go into these details, suffice it to say many more deplor- 
able practices than those mentioned here exist in this market. 


We may conclude our discussion about imperfections in the as- 
sembling markets by underlining the significant points. Of the four 
factors governing competition, the number of buyers seems to be signi- 
ficant. If the number is very small so as to create oligopsonistic situa- 
tion, its impact on price hinges on the ease of entry in to the trade for 
new comers. If entry is free, auction method is also necessary to make 
effective the role of small traders. On the other hand, if entry is diffi- 
cult and other factors determining competition are also absent, serious 
types of imperfections would rule the market. 


It appears that most of the markets in India would indicate the 
presence of imperfections as analysed above. The very fact that of 
the total of about 2,000 markets (mandis) in India only about 450 mar- 
kets have been regulated till the end of the First Five Year Plan shows 
that in the remaining markets malpractices continue to prevail. We 
may be justified to add to the list of unregulated market some of the 
regulated markets as the latter are most ineffectively regulated. 


Further, the practice of village sales is yet widespread. Accord- 
ing to the Rural Credit Survey Report about 65 per cent of transac- 
tions investigated reached completion in the village itself. For the 
first five deciles of cultivators, so also for the remaining five, the pro- 
portion of sales in the villages was round about 65 per cent of the total.‘ 
It is also worth noting that a substantial proportion of produce thus 
sold in the village itself is brought by the trader cum money lender 
which implies that the cultivator seller had less bargaining power vis- 
a-vis the trader. 


Transport, warehousing and grading facilities are also very in- 
adequate. The Rural Credit Survey Report observes, “ the lack of stor- 
age is a part of a wider deficiency, namely, the lack of orderly market- 


*. Report of the Committee of Direction, Vol. II, General Report, pp. 100-101. 
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ing, co-operative or other”. As all these factors have vast bearing on 
competition it would not be incorrect to suppose that impe-fections 
might be a rule in these markets. 


Policy for Reorganisation of Marketing Structure 


If the situation really exists as described above some solution will 
have to be searched for. If the general tendency in the market is to- 
wards a gradual decline of competition one would be justified in losing 
confidence in the efficacy of free market mechanism and therefore in 
suggesting its replacement by some other system. This suggestion may 
be accompanied by a plea for complete elimination of private agencies 
from trade which may be strengthened by the widespread belief that 
traders are mainly responsible for high marketing costs and numer- 
ous types of malpractices. However, it is contended in this paper that 
such a step is neither desirable nor necessary. The present system of 
relying on market forces for the determination of prices and allocation 
of resources has still many points in its favour. Besides, the implemeta- 
tion of the type of reorganisation referred to above would involve in- 
stitutional changes too large to be manageable. In most of the coun- 
tries, and definitely in India, trade is essentially a private field and it 
would continue to be so for many years to come. One cannot visua- 
lise a situation under which the entire distribution work is carried on 
by official or public agencies. One may recognise the necessity of such 
agencies in respect of one or a few important relevant commodities 
but not in the entire structure of distribution from top to bottom. 


In view of the inadvisibility of drastic marketing reform referred 
to above, some practicable course involving less institutional changes 
has to be devised. The basic aim of such a reform would be to make 
the market forces operate with less frictions and more consistency with 
the ultimate objective, namely efficient marketing system. For this, 
the following steps appear to be relevant : 


1. Effective Regulation of Markets :—The first step is the effec- 
tive regulation of all up-country markets. This would eliminate many 
types of imperfections. The auction method of sale which is an im- 
portant feature of the regulated markets would remove many imperfec- 
tions as discussed above. Other features of regulated markets such as 
the enforcement of prescribed trade allowances, the introduction of 
the system of cash payment of sale proceeds, the elimination of mal- 
practices, etc. would encourage farmers to sell to an increasing ex- 
tent in the marketing centres instead of in the villages as at present. 
This would reduce the marketing margins retained by the village 
traders. 


2. More Facilities of Transport, Grading and Storage :—Mere re- 
gulation of the markets is not enough. The problems of transport. 
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warehousing and grading will have to be solved. We need not dis- 
cuss the problems of transport facilities at great length because it is 
evident that quite a large number of villages are yet isolated from 
marketing centres because of lack of proper roads. These facilities 
will have to be expanded. Likewise, grading facilities are conspicuous 
by absence except in the case of ghee and vegetable oils. While em- 
phasising the importance of grading, the Second Five Year Plan Report 
says, “ grading is necessary not only for commodities which are ex- 
ported but also for internal trades” and hence, “ suitable grades will 
have to be established for important cereals, pulses, cotton, jute, spices 
etc”. Unlike grading, warehousing has attracted a special attention of 
the Government since the publication of the Rural Credit Survey Re- 
port. However, governmental efforts towards warehousing develop- 
ment go back to the early post-war years when various state gov- 
vernments passed warehousing acts under which provision of subsi- 
dies and loans was made for the construction of licensed warehouses 
on co-operative basis. Under this scheme the Government of Bombay 
distributed about Rs. 5/- lakhs by way of loans and subsidies for the 
construction of 26 warehouses during 1949-50 to 1951-52. During the 
same period the Governments of Madras and Orissa helped the con- 
struction of 62 and 15 godowns, respectively. As the rate of progress in 
godown construction was found to be lacking in uniformity in all 
States and was very slow as compared to the needs of the country, on 
the recommendations of the All India Rural Survey Report two spe- 
cial institutions, namely National Co-operative Development and Ware- 
housing Board and All India Warehousing Corporation have been in- 
stituted. Provision of Rs. 19.57 crores has also been made in the 
Second Five Year Plan for warehousing development. These steps 
would remove to some extent the present warehousing shortages. 


3. Stabilization of Prices and Adequate Supply of Finance :— 
Similarly the problems of execessive price fluctuations and shortage 
of marketing finance have to be tackled. It was stated above that the 
lack of finance and price uncertainty are some of the obstacles which 
small traders face in the markets. In view of the importance of these 
traders in maintaining competition in the markets steps have to be taken 
to remove these hindrances. 


4. Co-operative Marketing :—lt is also desirable that a much 
greater filip be given to co-operative marketing in order to reduce the 
dominance of private agencies in the market. While emphasising the 
need of further development of Co-operative marketing in India it 
should be noted that in their advanced stage of development co-opera- 
tives also introduce some imperfections in the markets as in the U.S. 
This outcome is, howéver, unlikely in India for many year to come. 


Bombay S. S. MADALG! 
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Legislation and Collective Bargaining* 


As in every other country, India too had a period of ‘laissez faire’, 
when collective bargaining i.e. joint negotiations for economic better- 
ment and mutual interest of employers and employees through their re- 
presentatives had their own ways unfettered by legislative restrictions. 
Ideally, it is agreed that, there should be no shackles in this process. 
Employers and employees should negotiate in a peaceful and mutually 
trustworthy atmosphere.  Ideaiists thought that State is best which 
governs least. But, genuine self-interest in its endeavours to realize 
itself could not help making human beings step on each others toes, 
necessitating State intervention at a particular stage. Economic in- 
terests are sharper still. A spirit of give and take is the ‘sine qua 
non’ of healthy human relations. But when each party feels that it 
has been its lot ‘to give’ all the time and not ‘to take’ anything in 
return, a stalemate is bound to clog the wheels of free exchange. The 
employers and the employees do not, after all, exhaust the entire social 
structure. There is a whole society independent of them and yet very 
intimately affected by their happy or unhappy relations. Just as citi- 
zens cannot be left to fly against each others’ throats in the name of 
freedom by any responsible State, employers and employees cannot 
be left to hold the society to ransom, if they cannot shed their own 
vital self-interests by declaring a lock-out or a strike. The State can- 
not remain an idle spectator if these two vital sections in society do 
not properly play the rules of the game. It has to step in to regulate 
normal relations and help them to help themselves. It they do not 
still do so, it has to intervene and enforce its own decisions. That is 
how the State intervention through legislation in collective bargain- 
ing becomes imperative not only in India, in every other civilized 
state. 


2. The Bombay Industrial Disputes, Act, 1938, followed by the 
Bombay Industrial Relations Act, 1946, and the Industrial Disputes 
Act, 1947 constitute the core of industrial relations legislation in this 
country, barring a few Acts like the U.P. Industrial Disputes Concilia- 
tion Act, etc. The Bombay Industrial Relations Act has specified cer- 
tain stages of negotiations and made it compulsory for the parties to 
give a notice of change to each other, to negotiate with each other 
and to approach the Government Conciliator only in the absence of 
successful mutual negotiations. The representatives union should at 
least have 15% membership among the workers in the industry. The 
Bombay Industrial Relations Act, of course, is applicable only to a 
few major industries like the cotton textiles, silk, woollen, sugar, elec- 
tricity and transport. The Industrial Disputes Act which covers all 
the industries, has not made any stipulation for recognition about the 


* The Government of Bombay is no way responsible for the author's views. 
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percentage of membership of trade unions. But the effectiveness of 
the union’s representative character is usually decided in each case 
on merits. Failure of conciliation proceedings might lead to arbitration 
and adjudication by which decisions are made binding on the parties 
after hearing them fully once again. 


3. Some kind of voluntary as well as compulsory conciliation and 
arbitration appear to be in force in countries like Argentina, Australia, 
Belgium, Bolivia, Brazil, Burma, Canada, Chile, China, Columbia, 
Costa-Rica, Cuba, Denmark, Equadar, Egypt, Finland, France, Greece, 
Iran, Iraq, Lebanon, Mexico, Netherlands, Newsland, Nicaragua, Nor- 
way, Poland, Portugal, Sweden, Switzerland, Syria, Turkey, the Union 
of South Africa, U.K., U.S.A., Urugway, U.S.S.R., Venezuela, etc. In 
the U.K., special clauses concerning conciliation and arbitration are 
included in the negotiations. Conciliation is resorted to only when 
the negotiations, even at the stage of National Joint Council, 
fail. The effectiveness of the voluntary conciliation depends on the 
mutual acceptance of the recommendations and the absence of any 
strikes and lock-outs. The principle of voluntary conciliation, as a 
first stage, in the attempted settlement of the dispute, is generally 
accepted even in countries like Australia where recourse to compul- 
sory arbitration emphasises the importance of conciliation proceed- 
ings. It is the duty of the Conciliation Commissioner to settle the 
disputes by every method. Conciliation is made available by Gov- 
ernment in the Dominion Republic, France and India through Con- 
ciliators, or through Labour Investigators as in Belgium. The Labour 
Minister through his department intervenes in the case of disputes 
and offers the services of the Government machinery. In the U.S.A., 
it is the Federal Conciliation Service which is available to the dis- 
putats. In some countries, ad hoc bodies consisting of the representa- 
tives of both the sides and an independent Chairman are set up as in 
Argentina, Bolivia, Columbia, Equador, Gautemala, Peru, Salvador and 
Venezuela and India. Sometimes disputes are referred to an inde- 
pendent chairman or institution. But, reference to a permanent mach- 
inery, whenever a dispute arises, is felt to be much more convenient 
as the matter is handled by members who are experienced to intervene 
effectively. Hence, legislation providing for permanent agencies has 
been enacted in India (as in some of the countries mentioned above) 
whereby government conciliators, mediators or joint agencies consist- 


ing of equab number of representatives from both the sides are 
appointed. 


4. The system of individual conciliation is also in current usage 
in Netherland and Ireland. In the US.A., the Director of the Federal 
Mediation and Conciliation Service or any of his assistants intervenes 
in the settlement of the industrial dispute. Under the Swedish Act of 
1920, permanent conciliators are appointed to investigate all causes 
and settle the dispute. In Denmark, under the Conciliation Act of 1934, 
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a conciliator can intervene, if there is a fear of stoppage of work and 
can also direct the inclusion of items which are not in actual dispute 
but which are likely to cause strife and insist on their discussion 
before his intervention. The system of Joint Councils in conjunction 
with individual conciliators is in force in Chile, Mexico, Switzerland. 
South Africa and Nicaraguwa. 


Similarly, arbitration machinery is provided by Government not 
only in India but in several other States. While agreement to arbitrate 
by determinate procedure is necessary, it may, if necessary, include 
the appointment of ad hoc or permanent arbitration machinery. In 
Netherlands, an individual chairman with three members on each 
side is appointed. In Sweden, provision is made for an ad hoc arbitra- 
tion. In South Africa, Industrial Council recommends the unresolved 
cases to arbitration by two thirds majority. Compulsory conciliation 
and arbitration and the awards by enforcement of the State are also 
to be seen in Australia, and New Zealand. India has a combination of 
all these systems with a fairly flexible machinery. 


5. In the context of legislation and collective bargaining, some 
pertinent questions arise as to the nature of the bargaining agents, the 
procedure of the collective bargaining, the basis for negotiations like 
the industry cum region basis, etc. Issues like preponderance of 
different unions in the same industry and multiple unions in the same 
unit, are also put forth as counter-arguments for any effective bargain- 
ing, On the employers’ side. The employees find it difficult to negotiate 
with managements who do not recognise their trade unions and refuse 
to see or talk to them. Albeit for very genuine reasons from each side, 
if the employees and the employers with the best of intentions do not 
wish to meet each other, there is no way of solving their disputes unless 
the State intervenes in the interest of happy industrial relations. It is 
not uncommon even for highly enlightened managements to find it im- 
possible to sit across the table and discuss with their counter-parts not 
only in their own office but even before the government machinery. 
Sometimes union representatives behave in differently and rudely mak- 
ing it impossible even for the government officers to persuade the em- 
ployers to sit and talk around the table along with them. Hence, the 
Government Conciliators have no option but to meet each party sepa- 
rately and convey their suggestions to the other side. Such a process 
Strains the conciliation proceedings. When the cordiality, mutual trust 
and good behaviour are lacking, mere existence of labour legislation 
cannot be regarded as an obstacle to mutual negotiations. The State 
does not bar free voluntary negotiations or does not undermine the 
maintenance of happy industrial relations. It comes into the picture 
only at the request of the parties and tries to help them in the 
furtherance of their mutual interests. 
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6. Anybody acquainted with the structure of industrial relations 
in India cannot be unaware of some inherent difficulties peculiar to the 
Indian scene. There are no industry-wise or State-wise trade unions 
in the majority of the industries, barring a few like textiles, sugar, jute, 
plantations, railways and posts and telegraphs. Generally, there is 
union for every unit, while in some cases there are even three or four 
unions for a single unit. There is no compulsory union membership 
in any unit either by convention or legislation. There are also a 
number of workers in each unit who are not members of any union. 
Again, the political affiliation of the trade unions bring conflicting inte- 
rests in their bargaining and the differing sets of demands they serve 
on the managements. There are also cases where trade unions do not 
go into the details of the industrial structure but serve the same stereo- 
typed demands irrespective of the nature of the industry. There are 
also independent unions which are not affiliated to any political orga- 
nisation. 


Trade unions, sometimes, plead inability to be realistic on the 
ground that they are often prevented by the employer from knowing the 
real nature of the plant. But this does not completely answer the 
usually unrealistic demands. But again the answer is that then only 
the employers would concede at least something. It is doubtful 
whether this is a wise course for the unions to adopt. In striving as 
successful negotiators the unions have great responsibilities. But at the 
present stage of illiteracy and undeveloped growth of the trade unions, 
it is difficult to idealise any type of non-official or worker-formed 
unions. It is primarily a question of proper orientation and training 
and a balanced attitude which is essertial. The Government of India 
is keenly alive to the necessity of such trade unions and an expert com- 
mittee of the Ford Foundation is actively engaged in the task of fram- 
ing a scheme for the training of workers in general education, trade 
union work and labour-management participation. With an increase 
in the number of more responsible and intelligent trade unions, the 
prospects of happier industrial relations should not be a mere ideal. 
There are unions manned by outsiders to a great extent and there are 
unions run by employees. There is a section of public opinion which 
feels that trade unions should be run entirely by outsiders to save 
victimisation and to get expert help and advice and there are others 
who feel that trade unions must be manned by employees themselves 
in their own interests. . 


7. There is a section of opinion which feels that negotiations 
Should be conducted on an industry-cum-region basis, and there are 
others who feel that the negotiations must be on an unit-wise basis. But 
the trends of discussion should not be divorced from the realities. The 
present situation is neither suitable to the one or the other of the alter- 
natives. There are no unity either among the employers or trade 
unions by way of common bargaining agent on their sides nor any 
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preparedness for any uniform service conditions even if attempts to 
attain such standards are made as employers always emphasise on the 
need to pay larger attention to their own individual financial conditions 
while the unions are in the habit of comparing smallest concerns to 
the biggest units like the oil companies to attain ideal service condi- 
tions. In this context, it should be more than adequate even if the 
trade unions in each unit of industry realise the necessity to negotiate 
on a realistic basis with each management in order to attain compar- 
able uniformity in each industry. 


The present heterogeneity in the structure of the trade unions and 
the employers’ association must sooner or later cease and efforts should 
be made to have unity and evolve unified approach to common pro- 
blems. Trade unions on an industry-wise and state-wise basis later 
on forming into national federations should come into force. The 
present wastage of talent and needless sacrifie in the regional trade 
union field can-thus be saved by pooling up the available talent and 
resources. Similarly, effective industrial associations should also come 
into being. It is only then that any attempt to bargain on an industry- 
cum-region basis can become possible. Till then, we shall have to 
content ourselves with unit-wise and union-wise negotiations which 
are, of course, not very satisfactory, but, for which there does not seem 
any alternative. 


Even for this, a bargaining agent for the workmen, even unit-wise, 
should be a healthy pre-requisite instead of making two or three 
unions responsible to negotiate with the management. The presence 
of multiple unions in an unit-wise bargaining also results in complica- 
tions making collective bargaining difficult even on voluntary basis, 
rendering at times State intervention inevitable. Sooner, the prevail- 
ing tendency to bid for the loyalties of the workmen by their highest 
bid is stopped the better. The workers cannot be made more pawns 
in the struggle of different unions to exist by sheer baseless compe- 
tition. 


As, by and large, the employers and the employees come to 
demonstrate their own respective responsible roles in the society, the 
intervention by the State should progressively decline. 


Bombay ° A. V. R. Rao 


Report of the Food-grains Enquiry Committee*—A Note 


One of the most disquieting feature in our economy was revealed by 
the abrupt swings in food-grain prices witnessed during the past 
three years. The low dip reached during 1954-55 was followed by 


* Ministry of food & Agriculture (Department of food), Government of India, 
New Delhi, 1957. Price not given. 
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reversal in the trend which gathered momentum as time passed. The 
declining phase in prices which was initiated in 1953-54 and ruled 
for the next year resulted in losses to the cultivators. The rising 
phase hit the non-cultivators specially the urban consumers with low 
fixed incomes. It had also a serious impact on the developmental 
costs. The Government appointed a high-power Committee on 24th 
June, 1957 under the Chairmanship of Shri Asoka Mehta to review 
the then prevailing situation and to make recommendations “ to ensure 
a level of prices which would provide the necessary incentive to the 
producer with due regard to the interest of the consumer and the 
maintenance of a reasonable cost structure in the economy,” the Com- 
mittee was asked to make its recommendation for the future price 
policy keeping in view the likely changes in demand and supply 
during the course of the Second Five Year Plan. On all accounts it 
was a formidable task. 


Further in the middle of September the Food Minister requested 
the committee to pay special attention to the problems of scarcity 
areas, particularly the problems of the Eastern Districts of U.P. The 
Committee did all this, and more, in less than six months. For the 
sheer labour of examining nine hundred witnesses and studying about 
a thousand memoranda, besides scrutinising the results of a number 
of special projects conducted on its behalf by various research orga- 
nisations, the Committee should be rewarded with appreciation. 


There is a large degree of unanimity among the students of agri- 
cultural economics about the causes of wide fluctuations in the 
agricultural prices. The demand as well as the supply of farm pro- 
ducts is quite inelastic in short run. Any large shift in either of the 
two schedules results in a magnified rise or fall in the prices. These 
shifts do occur frequently. The problem of the price fluctuations has 
two aspects. One aspect relates to the likely shifts in demand and 
supply schedules and to the causes of such shift. Another aspect 
of the same problem is: once there is some structural discrepency in 
the demand and supply, what would be the direction and the force 
with which the autonomous and the induced forces are likely to 
work in the economy. We would have liked the Committee to con- 
centrate more on the second aspect of the problem which needed a 
more fuller treatment than given by the Committee. The Committee 
has attempted to explain both aspects of the problem. 


While viewing the future growth of demand and supply during 
the Second Five Year Plan period, the Committee is probably guided 
by the motto of ‘err’ on the right. If the assessment of the Com- 
mittee about the demand and output turns out to be broadly correct, 
cautious attitude would be more than justified. But if either of the 
two aggregates turn wide off the mark, the very basis of what is 
‘right’ will be changed. 
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The Committee expects an increase in the demand for food by 
nearly 15 per cent. in 1960-61 over the base period 1955-56. This 
increase would be due to the factors like rapid increase in 
population, faster rate of urbanization and increase in expendible 
income. The factors like the substitution of superior cereals at higher 
income levels are taken into account and separate analysis for rural 
and urban population with their differing consumption habits and 
income levels is attempted. 


The assumptions regarding the growth of population, urbaniza- 
tion, growth of income, distribution of income and the demand elasti- 
cities are inevitably based on the data with varying degree of relia- 
bility. Hence one cannot question with any assurance the findings 
of the Committee who had presumably best expert advice on these 
matters. Though one would feel that the Committee’s assumption of 
population growth is erring a bit too much to the right. 


The Planning Commission had assumed the population growth 
rate of 1.25 per annum. The Committee on the basis of the figures 
supplied by the Registrar General’s Office holds that population dur- 
ing the First Plan period must have increased at the rate of 1.5 per 
cent per annum. For the Second Five Year Plan period the Com- 
mittee has assumed a growth rate of 2 per cent. The logic behind 
this expectation of large growth rate is that in a developing economy 
the death rate is sliced down much vigorously and quickly though the 
birth-rate at best remain at the same level, at worst slightly increased. 
It is true that in some of the smaller countries like Ceylon, Philippines. 
and Formosa, spetacular declines in death rates have been witnessed 
due to the concerted efforts of the international agencies and national 
governments. But one has to be too optimist to say that same will 
happen in India where the meagre resources for health and sanitations 
allotted during the Second Plan have to be spread over a country of 
continental size. 


There are more reasons however to question the future estimates 
of supply arrived by the Committee. Accepted body of theory about 
the supply is comparatively inadequate to explain fully the behaviour 
of output, specially in the agricultural sector. The techniques to for- 
cast future supply are still less developed. Any attempt to arrive at 
a precise supply figure has got very little relevance considering the 
wide gaps remaining in the theory and the techniques. For example, 
the output postulated by the Committee, on the basis of past eight 
years’ production, when the agricultural output was continuously rising, 
would have been completely different had they fitted the trend line 
on the figures of two decades preceding Independence, the period which 
by all accounts was characterised by a stagnation in agricultural out- 
put. There is some mutual interdependence, the precise degree and 
character cf which is still largely unknown, between the economic 
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development and the yield rates in agriculture. At any rate this is 
certain that as the economy advances the role of conventional in- 
puts, like land, labour, draught power, fertilizers, etc. gradually 
decline and the non-conventional inputs—the quality of mana- 
gement, efficiency in organisations, the wider scope for divi- 
sion of labour and like—become more and more important. The 
projection of output trend on the basis of past experience 
cannot take into consideration these more important inputs. If 
the rate of growth of the economy will be sustained in future there 
is every reason to believe that the output will be much higher than 
envisaged by the Committee. Even if these * non-conventional’ factors 
do not become dominant the agricultural output in the next five years 
is likely to be much higher assuming that there will not be any unpre- 
cedented natural calamity or wild fluctuations in prices. This is 
because of the existence of what might be called ‘excess capacity * in 
the sector. The Committee itself has agreed that large capacity is 
created in agriculture mainly by the extension of irrigation, which has 
remained unutilised. The fuller utilisation of this capacity is not 
accommodated when future prospests are projected. 


Mainly due to its pre-occupation with issues of future demand 
and supply which by their very nature are conjectural, the Committee 
could not give much attention to the other aspect of the problem of 
price fluctuations which has the immediate relevance. The issue of 
immediate importance is: once there is a structural discrepancy—which 
will be a more or less recurrent phenomenon in a growing economy—- 
what is likely to be the nature and magnitude of the fluctuations and 
what are the corrective and disturbing factors in the economy. This 
would have, on the one hand, involved the study of price elasticities 
of demand and supply which the Committee has completely ignored. 
This would have also warranted a much move thorough going exami- 
nation of the marketing of food, its volume as well as organization. 
than the Committee has attempted. The Committee has started with a 
fair apportionment of blame between the farmers and traders for the 
rising phase in the prices. The former are held responsible for not 
putting enough marketable surplus for sale, the latter for the well- 
known weakness of the private traders revealed in the time of sharp 
price-fluctuations. 


There is some confusion in the discussion of the sale by the 
farmers. Instead of using the conventional term ‘ marketable surplus’, 
the Committee has used the term ‘ marketed surpluses.’ The distinc- 
tion between the two is not justified in the case of food and never 
so in the Indian settings. Once we grant the premise that the farmer’s 
household has the first claim on the food produced on the farm, the 
distinction between two has no basis. Even the use of marketed 
surplus is confusing at places. At one place, the Committee observes, 
“Similarly, if the production falls and prices rise, marketed surplus 
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will decrease more than proportionately, owing to the stimulus to 
greater hoarding imparted thereby”. (p. 44) (Italics mine). One would 
like to ask what for is the hoarding done if not to be marketed, may 
be at a later date ? 


The explanations provided by the Committee for decline in what 
they term ‘ marketed surplus’ is not convincing. They have provided 
three possible explanations “(a) that the producers consumed more 
than before, (b) that a tendency for holding grains for a longer period 
than usual developed in anticipation of further rise in prices and (c; 
that the producers’ need for cash to meet necessary commitments could 
be fulfilled with the lower sale.” (p. 41). The third explanation is a 
special case of the first explanation and is redundant as an indepen- 
dent cause. Let us briefly look into the two main explanations. 


The lack of information about the consumption pattern of farmers, 
specially the big and the medium farmers who account for the bulk of 
the marketed supply, is one of the very important gaps in the eco- 
nomic data relating to Indian agriculture. It seems that credence which 
the Committee puts on the first explanation mentioned above is based 
on the data collected by the ad hoc surveys. It would have been 
highly beneficial if the results of these surveys were made known to 
the public. In the absence of which it is very difficult to agree that 
the consumption of farmers have increased to such a degree that it 
has affected the marketed surplus. The income effect for the home 
produced food could be high only for the sub-marginal farmers. 


The second explanation which is incongruous in itself as we will 
show presently, is more or less contradictory when placed besides the 
first one. Like every one else farmers also cannot eat the cake as 
well as have it. If the consumption of farm products has increased, 
very little of the extra production would have remained with them 
for holding back. Even if it is granted that farmers’ capacity to hold 
has increased, it does not affect the marketed surplus. Only it is 
distributed more evenly in time. Since the demand for food by the 
consumers also is fairly evenly spread, only affected parties would be 
traders. We would have liked the Committee to probe deeper into 
this aspect of the problem, namely inventory build-up and the price 
fluctuation at different levels of the marketing organisation. 


Besides, the case for farmers’ retention of grain over a long time 
is not put convincingly. While suggesting this as one of the explana- 
tions the Committee has granted that “improvement in the capacity 
of agriculturists to hold his produce resulted from the increase in his 
income rather than by virtue of additional credit facilities” (p. 46). 
The Committee has however overlooked the increase in the demand for 
credit by the farmers during the same period. A relatively long spell 
of favourable prices from latter war years to 1952-53 and increased in- 
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comes must have resulted in the betterment of the standard of living 
of the farmers. Then came the price crash of 1953-54 which during 
1954-55 deepened. Though the production increased significantly 
but on net the farmers were losers. These two years must have 
severely depleted the stocks of liquid money with the farmers. Again, 
we cannot overlook some of the new commitments which farmers have 
to fulfil to take advantage of some of the land reforms. The case for 
substantially increased amount of liquid hoard with farmer is not 
convincing in face of these circumstances. A marginal increase in 
liquid funds cannot have any significant impact on the holding 
powers of the farmer. Other physical limitations like lack of storage, 
also point to the same conclusion. There is no doubt that if favourable 
prices continue uninterrupted for sometime the release of marketable 
surplus will be more evently spread over time. At present, this pheno- 
mena however seems to be at an incipient stage. The Committee's 
anxiety to adapt the marketing organisations to this development should 
be shared by everyone. 


A neglect of the inventory response at the various level of market- 
ing organisation makes the suggestion for the improvement of market- 
ing by various supplementary measures read like pieces out of joint. 
The efficacy of the food price stabilization, however elaborate the orga- 
nizations for the same are, will ultimately depend on the price elasti- 
cities of demand and supply. Without precise information about these 
the operations of this organisation will be on very insecure grounds. 


The weakest spot in the report is its chapter on the ‘Problem of 
Scarcity Area’. If all that Committee has to say on this issue is that 
there is heavy pressure on land, and lack of diversified economy in 
these areas, one really wonders why the Committee has undertaken this 
additional task, when scope of the original enquiry itself was stag- 
gering. 


This rather critical review only purports to say that until and 
unless the issues to be examined are analytically well framed, and 
requisite time is given to the enquiring body, the net result would be 
at best repetition of trite generalities and at worse adding more to the 
present confusion. This would be true even if the enquiry body has 
the services of the most competant persons as the present body un- 
doubtedly had. 


Bombay Vuay SHANKAR VYAS 
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